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Visit the Chio Casualty Group Web
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WWW.0CAS.COMm

The Website includes current financial data about Ohio Casualty
Corporation, as well as other corporate, product and service
information. The site includes information about the Webcast

of quarterly conference calls with investment firm analysts to discuss
earnings and related matters. Shareholders are welcome

to access the calls through the Webcast, as well as reading the

press releases posted at www.ocas.com.

Form 10-K Annual Report

The Form 10-K Annual Report for 2001, as filed with the Securities
and Exchange Commission, is available without charge upon written

request to:

Ohio Casualty Corporation

Office of the Chief Financial Officer
9450 Seward Road

Fairfield, Ohio 45014

Transfer Agent and Registrar

EquiServe Trust Company, N.A.
RO. Box 2500

Jersey City, New Jersey 07303-2500
1-800-317-4445

Registered holders of common stock may make voluntary cash payments of up
to $60,000 yearly toward the purchase of Ohio Casualty Corporation shares.
Participation is entirely voluntary.
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Operational
Highliglts

O New Corporate Strategic Plan and new organizational structure

O Development of Executive Management Team

O Announcement — Ohio Casualty of New Jersey, Inc. agreed to transfer
obligations to renew its private passenger auto business in New Jersey

O Stock price performance: 60.5 percent increase in 2001

O Improvement in
statutory combined

All Lines Statutory Combined Ratios

ratios, as indicated ™ N 119.2%
in the graph at right Hg B 117.4%
(Note: Graph excludes 113} .
$40.6 mullion New NIl 12-6%
108 |- 18 R0
Jersey transfer fee, 106 - 070
which added 2.7 points | Joa
to the 2001 statutory }gg i 2000 , 00 2000
CALENDAR YEAR ACCIDENT YEAR

combined ratios.) |

Corporate Profile

Ohio Casualty Corporation is the holding company of The Ohio Casualty
Insurance Company, which is one of six property-casualty subsidiary companies
that make up Ohio Casualty Group. The Ohio Casualty Insurance Company was
founded in 1919 and is licensed in 49 states. Ohio Casualty Group is ranked
37th among U.S. property/ casualty insurance groups based on net premiums
written (Best’s Review, July 2001). The Group's member companies write auto,
home and business insurance. Ohio Casualty Corporation trades on the
NASDAQ Stock Market under the symbol OCAS and had assets of approxi-
mately $4.5 billion as of December 31, 2001.

Directors Profile

Terrence J. Baehr

Vice President, Sales East Region,

IBM Corporation

Arthur J. Bennert

Retired Executive Officer of the
(orporation and its Subsidiaries

Jack E. Brown

Executive Vice President

Global AC Nielsen

Dan R. Carmichael, CPCU

President and Chief Executive Officer
of the Corporation

Catherine E. Dolan

Monaging Directos/Sr. Vice President
Community Development Finance Group

First Union National Bank
Wayne R. Embry

Retired Executive Vice President and

General Manager
(leveland Covaliers

Vaden Fitton
Refired First Vice President

First National Bank of Southwestem Ohio

Stephen S. Marcum
Member of the law firm of

Parrish, Fryman & Marcum Co., LPA.

Stanley N. Pontius

President and Chief Executive Officer
First Financial Bancorp and its Principal

Subsidiory, First Notional Bank
of Southwestern Ohio

Edward T. Roeding

President and Chief Executive Officer

Roeding Group Companies

Howard L. Sloneker III
Senior Vice President and Secretary

of the Corporation
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{In thousunds, except per share
und number of shareholders duta)

Premiums and finance charges earned
Investment income, less expenses

Income (loss) before realized investment gains
(losses), after taxes

Realized investment gains (losses), after taxes
Income from discontinued operations, after taxes
Gain on sale of discontinued operations, after taxes
Cumulative effect of accounting changes

Net income (loss)

Property and casualty statutory combined ratio

BASIC AND DILUTED EARNINGS PER COMMON SHARE

Income (loss) from continuing operations, per share
Income from discontinued operations, after taxes
Gain on sale of discontinued operations, after taxes
Cumulative effect of accounting changes

Net income (loss)

Book value

Dividends

FINANCIAL CONDITION

Assets

Shareholders’ equity

Average shares outstanding - basic*
Average shares outstanding - diluted*
Shares outstanding on December 31%

Number of shareholders

2001

$ 1,506,678
217,385

36,431
135,011

98,580
115.3%

1.64
17.97

$ 4,524,619
1,086,032

60,076
60,209
60,106

5,700

2000

§ 1,533,998
205,062

(77,695)
(1,554)

(79,.249)
119.2%

§ (132)

(1.32)
18.59
0.59

§ 4,489,365
1,116,591
60,075
60,075
60,073
6,100

1999

§ 1,554,946
184,287

1,399
104,537
4,270
6,190
(2,255)
114,141
112.8%

§ 1713
0.07
0N

(0.04)
187
19.16
092

§ 4,476,444
1,150,987

61,126
61,139
60,083

6,200

*Adjusted for 2 for 1 stock dividend effective July 22, 1999 (See Note 23).
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To Qur

hareholders

At left, President and Chief
Executive Officer Dan

Carmichael, CPCU, and

Dear Fellow Shareholders:

We began 2001 committed to charting a new course to
achieve improved financial performance. From an internal
perspective, we were focused on redefining our long-term
financial and operational objectives through a new
Corporate Strategic Plan. But the events of September 11
reinforced the reality that our industry and Corporation are
influenced and controlled by external events as well as our
internal resolve. Those events touched us all personally and
have altered the way we live our lives. Although the
September 11 terrorist attacks resulted in only $3.0 million
of losses for the Corporation, the events will have a perma-
nent impact on the insurance industry and the way our
Corporation conducts business. This means more than a
short-term tightening of the reinsurance market or a tempo-
rary increase in commercial lines pricing. How we examine
the risks we insure and the way we measure potential losses
have fundamentally and forever changed.

In June of 2001, we announced a Corporate Strategic Plan
(Plan) that states our Corporate Vision: To be a top-flight
mid-tier property and casualty insurer that will achieve
above average returns (12 percent after-tax return on
equity is our long-term target) and is dedicated to the inde-
pendent agent distribution channel. We outlined several
key points essential to our achieving this vision, including
improved speed and flexibility in serving agents and policy-
holders; highly developed local market knowledge and
agency relationships; a rigorous execution of underwriting,
pricing and claims handling; a focus on profitability; and a
dedication to making it easier for our independent agents
to do business with Ohio Casualty Group. The Plan added
another level of detail to the “back-to-the-basics” funda-
mentals in underwriting discipline, expense control, and
profitability that began in 2000.

A key ingredient to executing our Plan was first to effec-
tively communicate it to our shareholders, agents, and
employees. Following the initial announcement in June, the

below, Chairman of the

Board Stan Pontius.

Executive Management Team
traveled to New York to
discuss the Plan with analysts
and investors. We then visited

field offices and agencies
throughout the country to
share the Plan with all of our agents and employees.

We also added a new dimension to communicate with
stakeholders by providing an Internet Webcast of the
management conference call with analysts for all quarterly
earnings releases and other key announcements.

The Plan introduced a new corporate structure with three
Business Units: Specialty Commercial Lines; Standard
Commercial Lines; and Personal Lines. Each unit is led by
an Executive Vice President/Chief Operating Officer and
a management team that is charged with the responsibility
to profitably grow their lines of business. We completed
our senior management team with the additions of
experienced officers in the Chief Financial Officer, Chief
Technology Officer and Chief Actuary positions. In addi-
tion, two key changes were made at the Board of Directors
level: the announcement of new Chairman Stan Pontius
and the appointment of new Director Edward (Ted)
Roeding. As a successful independent agent, Ted brings an
important business perspective to Board deliberations.
There will be further Board changes in April of 2002 as
three veteran directors will announce their retirements:
Vaden Fitton, Art Bennert, and Wayne Embry. We thank
them for their years of dedicated service to the Board and
wish them all the best.

OHIO CASUALTY CORPORATION
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We completed the conversion of the commercial lines
business we purchased from the Great American Insurance
Companies. The complex conversion process included
converting all policies to Ohio Casualty Group member
companies’ paper and integrating all claims into our
system. Many employee teams worked long hours to
complete this crucial task, which not only benefits us from
a financial perspective but allows us to return our service
levels to agents to their traditionally high levels.

Finally, the Corporation completed a major step to improv-
ing future profitability in the fourth quarter of 2001 when
we announced the decision to transfer the renewal obliga-
tions in the New Jersey private passenger auto market to
Proformance Insurance Company in order to effectively exit
the New Jersey private passenger auto market. Poor under-
writing results in this market, caused by the inability of the
Group to control the volume of writings and profitability in
the line, has caused the Group to lose money in recent
years and drained valuable corporate resources. Although
there is a cost to be paid to exit this market, the New Jersey
transaction allows us to focus on our core competencies and
to grow our other lines of business in New Jersey.

Staying the Course

The Plan established financial targets for the Corporation
and Business Units to achieve in 2001 through 2003. The
actual results for the year 2001 were on target with the
Plan. The forecasted all lines statutory combined ratio of
113.7 percent was exceeded after excluding the New Jersey
private passenger auto renewal obligation transfer charge,
since the New Jersey transaction was not figured into the
original plan forecast. The statutory combined ratio for
2001 was 112.6 percent when excluding the $40.6 million
charge related to the fees involved with the New Jersey
renewal transfer transaction. The improvement in results
was achieved through improved underwriting and expense
reductions. Underwriting was improved by re-instituting
quality underwriting practices and by attaining double-digit
renewal price increases in Standard Commercial Lines and
in the commercial umbrella/excess line in the Specialty
Commercial Lines segment.

Expense reduction efforts that started in 2000 continued,
and actions were taken to reduce expenses even further in

Members of the Executive

‘ Management Team include,
back row, from lefi: Sr. VP/

Human Resources Howard
Sloneker HI; EVP/CQCO

Specialty Commercial Lines

John Busby; Sr. VP/Marketing
John Bade; Chief Actuary Tom
. Schadler; Sr. VP/Claims Ralph
‘ Goode; Sr. VP and General

+ Counsel Deb Crane; and
EVP/COO Standard
Commercial Lines Jeff

Honiewich; front row, from
left: Sr. VP/Investments Rich
Kelly; EVP/COQ Personal
Lines Beth Riczko; Chief
Technology Officer John
Kellington; President and
CEO Dan Carmichael;

and Chief Financial Officer
Don McKee.
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2001. As part of the Plan, the Corporation adopted an
early retirement program which 147 employees accepted.
The retirements will fully impact the employee count by
the end of 2002. As of December 31, 2001, the employee
count was 3,365, compared with 3,470 at December 31,
2000 and 3,889 at December 31, 1999. We also
announced plans to close several smaller field offices,
consolidating work into larger offices and further reducing
staff, and to centralize all of our Direct Report/Direct
Response® operations into a new unit that will be located
in our Hamilton, Ohio facility. This consolidation will
take place throughout next year and will allow us to signif-
icantly reduce claims staff and further improve our claims
intake service capabilities.

Actions to lower commissions and eliminate workers’
compensation policyholder dividends on new and renewal
policies also positively impacted underwriting expenses.

Financial Results

Net premiums written for 2001 totaled $1.47 billion while
2000 totaled $1.51 billion. The expected decrease in 2001
was attributable to more selective underwriting practices
and the elimination and cancellation of unprofitable busi-
ness. The Plan projected net premiums written of $1.41
billion. Higher than expected renewal price increases led to
the higher actual net premiums written. The Corporation
reported a net operating loss for the year 2001 of $36.4
million, compared with a net operating loss of $77.7 million
for 2000. The 2001 operating loss was impacted by the New
Jersey private passenger auto renewal transfer. The 2000
operating loss included an asset write-off related to the
cancellation of certain acquired agents from the Great
American Insurance Companies commercial lines acquisi-
tion, the impact of inadequate pricing, and premium
cessions on experience rated insurance contracts.
Consolidated corporate assets totaled $4.52 billion at the
end of 2001, compared with $4.49 billion at the end of
2000. Shareholders’ equity was $1.08 billion at the end of
2001 and $1.12 billion at the end of 2000. Total invested
assets, at cost, are $2.89 billion at year-end 2001.

Total unrealized gains on our investment portfolio decreased
$208.5 million in 2001 to $420.9 million due to sales of
certain equity holdings. To reduce the impact volatility of
the stock market has on surplus, the Corporation began to
reallocate a portion of its equity portfolio holdings to fixed
income holdings. Significant appreciation in the equity
holdings sold as part of the reallocation contributed to the
after-tax realized investment gains of $135.0 million in
2001. In 2000, the Corporation had after-tax realized
investment losses of $1.5 million. After-tax net investment
income on the investment portfolio was $141.3

million in 2001, compated with $140.3 million in 2000.

The Journey Ahead

We have made important and promising progress in 2001,
responding to the challenge of improving our financial
performance and to the changes brought on by the events
of September 11. Equally as important, we have outlined a
sound strategy for achieving significant improvement in
the coming years. There are even greater challenges ahead
as we continue to execute the Plan. We all have learned
well the lessons of September 11 — in an instant, events
can occur that will deeply and irrevocably change our lives
and the business environment. But thanks to the progress
we have made in 2001, we are better-positioned to meet
the challenges of the future. With the guidance of a strong
Board of Directors and Executive Management Team; the
support of our loyal professional agents; and the skills,
knowledge, and efforts of our associates, we should be able
to meet our financial objectives and become the top-flight
mid-tier property and casualty insurer that we envision.

Thank you for your continued support.

| s

Stanley N. Pontius
Chairman of the Board

Sincerely,

Dan R. Carmichael, CPCU
President and Chief
Executive Officer

February 15, 2002

OHIO CASUALTY CORPORATION

®




SN establishing
||

| | acourse of

action for
improved financial
performance,
senior manage-
ment spent the first
quarter of 2001
completing the
required research
and analysis that
formed the founda-
tion of a new
Corporate Strategic
Plan. Launched in
June, the Plan rein-
forced the renewed
focus on executing
the business funda-
mentals of the
insurance process,
which was a goal
accomplished by
the member
companies of Ohio
Casualty Group in
Year 2000.

Charting
= new (COUISE

A New Corporate Strategic Plan

The Corporate Strategic Plan (Plan) centered on five broad
initiatives: reorganizing for accountability, placing business
accountability and decision-making closer to the point of
sale; regaining excellence in execution of areas such as
underwriting, pricing, and claims handling; improving
agency relationship management through service, commu-
nication, and technology initiatives that focus on ease of
doing business for our agents; providing agents with clear
guidance regarding our products, targeted markets, and
underwriting appetites; and improved focus with targeted
geographical strategies for each line of business.

One of the major expense savings initiatives launched in
2001 was championed by the Claims Department. As part

of this undertaking, members of the Project LEO (Lost
Economic Opportunities) team developed an action plan and
a measurement system to accurately report the savings from
the project. Yearly savings are projected through improved
indemnity practices and a closed file review process.

Members of the LEO team
include, from left: Pat
Zehler, Ohio Casualty
University; Warner
Marshall, H.O. W.C.
Claims; Carol H. Haggard,
Lexington Regional Claims
Office; Mike Brennan,
H.O. Claims; Jim
McGoldrick, Cincinnati
Regional Claims Office;
Dawn Harden, H.C.
Cloims; Tony Piloseno,
Raleigh Regional Claims
COffice; and Dan Henke,

Corporate Actuarial.

®
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Winning Through Execution

Winning Through Execution was the central theme
communicated by the Executive Management Team
(EMT) as members presented the new Plan to all stake-
holders. Leaders and employees are committed to timely,
quality execution of all points of the Plan. To provide
further definition for the Corporation, the EMT identified
a list of Top Priorities which are paramount to successful
execution of the Plan. Organized around broad areas such
as Agency, Claims, Human Resources, Financial,
Information Systems, and Operational Priorities, these
projects led the way in providing both immediate and
long-term wins. Some of these priorities will extend into
2002, while others have been completed.

Senior Commercial
Account Representative
Gail Haisley, left, and
Underwriting Supervisor

[ Jeff Brammer work in the

‘ Indianapolis Branch Office.

‘ The PA.R.LS¥ logo is
flanked by examples

| of the user-friendly

system screens.

Technology plays a major role in many of these projects,
especially in the continued internal development of the
Policy Administration Rating and Issuance System
(PAR.LSY). PA.R.LS™ is positively changing how we do
business — now and for the future. Created to incorporate
five policy issuance systems into one, PA.R.I.S" represents
a competitive advantage for the Corporation — the system
features built-in intellectual capital based on business
needs; affords flexibility in how the company administers
policies; is designed for user ease; and facilitates productiv-
ity gains. Currently in use for General Liability and Inland
Marine coverages, the system is resulting in improved
speed, accuracy, efficiency, and reduced training time.

OHIO CASUALTY CORPORATION




Personal Lines and

Commercial Lines market-

ing representatives meet

regularly with members of
the USI-Midwest Agency,
Cincinnati, Ohio. Pictured
in the agency’s downtown
Cincinnati location are,
from left: Agency VP/
Personal Lines/Claims
Susan Hilvert; Agency
VP/Carrier Relations Mike
Kuhr; Agency President
and CEO Tom Cassady,
CPCU, CLU, ChFC;

OCG Personal Lines

{ Marketing Representative
Linda Morris; and CCG

;} Commercial Lines

i Morketing Representative

John Fischer.

New Structure Supports Success

To better accomplish the Plan, the Group announced a
new structure centered around three Business Operations
Units: Specialty Commercial Lines; Standard Commercial
Lines; and Personal Lines. Led by their respective chief
operating officers, these Units operate autonomously but
work together to form a united approach for corporate
success. Claims Operations, Information Systems,
Actuarial, Marketing, Human Resources, Corporate Legal,
and Finance provide the necessary support functions.
Accountability for decision-making and results, with a
focus on the bottom-line, is a key component of the new
structure. The EMT, made up of senior leaders from the

Business and Support Unit disciplines, makes centralized
corporate decisions and ensures communication, coopera-
tion, and alignment of all Units. For example, to better
meet specific underwriting objectives for Commercial and
Personal Lines, specialized marketing representatives were
established. In many states, agencies that focus on both
lines of business receive support from separate marketing
representatives who work individually and in cooperation
with each other to build strong relationships.

The next section will feature a review of operations for each
of the three Business Units.

2001 ANNUAL REPORT



Review
of Uperations

Specialey Commercial Lines
Success in the Face of Change

The changing economy and events of September 11 greatly
impacted business operations of the Group's two primary
Specialty Commercial Lines: Commercial Umbrella/Excess
and Bond.

Bond Operations

In 2001, the slowing economy and developments such as
Enron brought to light the consequences of lack of undet-
writing discipline within the bond industry. The focus on
underwriring analysis, even in the face of the challenging
and competitive bond market, allowed the Group to
continue its profitable results. Bond Operations achieved a
statutory combined ratio of 76.8 percent for 2001. The Bond
Department took the opportunity to reinforce to agents its
underwriting stability and expertise, while targeting new
agencies concerned about the changing bond market.

Commercial Umbrella/Excess

A hardening insurance and reinsurance market, combined
with the changing economy and tragic events of September
11, posed challenges for this line’s management. As a result
of the volatile market conditions, the in-house capacity
limit was reduced from $50 million to $25 million. The
management team initiated independent internal audits

of a large portion of the book and invited cooperative
audits by several large reinsurers. Results of the audits

were favorable, identifying opportunities for appreciable
price increases, strengthening of underwriting practices,
and capacity adjustments. The strong relationships forged
with treaty reinsurers and refocused efforts will assist this
line in 2002. The Commercial Umbrella line of business
net premiums written grew 40.5 percent in 2001 from
2000. The line reported a statutory combined ratio of

93.6 percent in 2001.

. Pictured at the Eastside Water
! Treatment Plant in Sunnyvale,
Texas are, from left: Dallas

| Senior Marketing Represen-

! tative Stacy Edwards; Dallas
Bond Manager Dwight Wilcox;
| Ray Watson, of the Watson
Agency Surety Professionals,
Inc., Richardson, Texas; and
James Hilborn, of WHF
Electrical Contractors in Plano,
Texas. Through the agency, we
bond the contractor, which

installed the plant’s electricity.
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Standard Commercial Lines
Actions Sp@ak L@udegt

Standard Commercial Lines has implemented a number of
specific actions in underwriting, pricing, agency manage-
ment, and marketing. These actions support the objective
to continue to write small- to mid-sized accounts with
standard commercial products in clearly defined profitable
segments. Many of these actions will continue into 2002.
Defined as a national strategy, the Standard Commercial
Lines Unit plans to operate broadly in states that have
been targeted for growth and to maintain a presence and
the ability to do business in others.

One of the initial actions in this area was to address
unprofitable segments. The tactics to achieve this goal
have included exiting all Managing General Agent
(MGA) business and monoline workers’ compensation, a
challenging line, as well as other initiatives to improve the
loss and expense ratios. Double digit rate increases,
improved cash management and market aligned agency
commissions have contributed to improving profitability.

Standard Commercial Lines

Statutory Combined Ratios
113

15

1z I Forecast”

109 [ Actual

107.4

106
i 103 1025
100 1 |
| 2001 2002 2003 !

While shedding unprofitable business in 2001, Standard
Commercial Lines plans to profitably grow premiums over
time. Renewal and new business pricing improvement plans
are on target as a result of changes in the reinsurance
market, fueled in part by the aftermath of September 11.
Other changes have included increasing discipline in under-
writing execution, and focusing on profitability, not growth,
until profitability targets are achieved.

Developing superior local market knowledge and strength-
ening agency relationships are objectives for marketing and
service initiatives, especially those focused on making it as

easy as possible for independent agents to do business with
the Group’s member companies.

Continued technological advances in agency interface and
system access assists agents and field offices in reaching new
levels of service and convenience. Development on the
component architecture-based RA.R.1.S¥ project, outlined
on page 7, will drive increased, state-of-the-art efficiency in
policy issuance and rating for the Group and partner agents.

Field underwriting offices completed the project to convert
former Great American Insurance Company commercial
policies, acquired in December 1998, while a multi-func-
tional team completed conversion of the claims system
from Great American Insurance Companies. Completion
of these major projects has resulted in better field service
levels and additional technological resources available to
work on new initiatives.

Business Unit Results

The Standard Commercial Lines Unit achieved a statutory
combined ratio of 116.2 percent in 2001, which was slightly
below the 2001 forecasted statutory combined ratio of 117.0
percent. The revised Plan projects™ a 107.4 percent and
102.5 percent statutory combined ratio for this line in 2002
and 2003, respectively.

*See Forward-looking Statements in Management’s Discussion & Analysis on Page 27.
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Customer Alan Kozar, vice
president of Riggs-Harrod
Builders, right, Durham,
North Caroling, is happy
with his commercial cover-
age. The policy is written
through Agent Duke
Thompson, far left, with
the Summers Thompson
Lowry Agency, Inc.,
Chapel Hill, North
Carolina. He is assisted
by two Raleigh Regional
Office employees, Senior
Marketing Representative
Julia Foley, left; and

Senior Commercial Lines

Underwriter Linda Jordan.

In the background is a
Riggs-Harrod building site

for a new church.
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of Uperations

Personal Lines
Meeting the Challenges

Significant changes were undertaken in the past year to position the Group to meet the
challenges of the Personal Lines market. With a stated goal to provide coverage to
middle market customers, the Personal Lines operations addressed its first challenge by
redefining a regional rather than national strategy.

Eleven states were targeted for withdrawal, while 21 were targeted for growth
through increased focus and resource allocation. In late December, the Corporation
made a major announcement regarding the personal auto market in the State of New
Jersey, providing a solution to the continuing unprofitability for that particular state.
On December 19, 2001, member company Ohio Casualty of New Jersey, Inc. entered
into an agreement to transfer its obligations to write new and renewal business to the
Proformance Insurance Company of Freehold, New Jersey.

‘

The more targeted geographic strategy allows Personal Lines to better allocate its
resources to focus on efficient management, improved underwriting discipline,
adequate pricing, and development of a deep awareness of the market, which
focuses on customers’ and agents’ needs. In addition, the consolidation of the
Personal Lines Business Centers was announced, bringing all Personal Lines opera-
tions to one location for greater efficiency and coordination. Those consolidations
will be accomplished in 2002. Dedicated Personal Lines representatives were
introduced in eight states to work closely with our agents to ensure the right mix
of products and services are available for customers.

The Personal Lines operation laid the foundation for profitability in 2001 with the
rollout of insurance scoring in selected states. Based on certain elements of individuals’
consumer reports, insurance scoring is a proven tool for evaluating risk. It allows the
Group to offer pricing that is more appropriate to a policyholder’s risk level — a critical
step in the Group's goal to return Personal Lines to profitability. Additional measures
also focused on profitability, including claims initiatives and a series of actions to
improve underwriting discipline and execution.

Business Unit Results

Excluding the $40.6 million, or 6.3 point personal lines impact of the New Jersey
renewal obligation transfer fee, the Personal Lines Business Unit reported a statutory
combined ratio of 112.9 percent in 2001, an improvement from the 2000 statutory
combined ratio of 113.5 percent and below the forecast of 114.3 percent. With the
actions taken to improve results, the revised Plan projects* a 107.4 percent and
102.5 percent statutory combined ratio in 2002 and 2003, respectively.

*See Forward-looking Statements in Management’s Discussion & Analysis on Page 27.

Amy McDonald, left, visited
Agent Linda Wilkirson, right,
of the Cincinnati, Chio-
based Kent Insurance
Agency to obtain coverage
for her 1994 truck. She
discovered that her insur-
ance score qualified her for
Market 9 — reserved for the

mos! preferred customers.
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harting

a new

course for

the future has been the
primary focus in 2001.
The Corporation has

achieved a number of

objectives forecasted as

part of its Corporate
Strategic Plan — many
more challenges await.
Continued execution of
the Plan remains as the
Corporation’s number
one priority. Through
excellence in execution,
the Corporation’s
leaders believe that
significant competitive
advantages are gained
in quality of service,
agency relationships,
local market knowledge,
technology interface,
and product offerings.
These elements are
essential to helping the
Corporation reach its

destination.
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llen-Year Summary

(In millions, except per share data)

Consolidated Operations

Income (loss) ofter taxes

2001

2000

1999

1998

Operating income (loss) §  {36.4) (77.7) § 14 § 738
Realized investment gains (losses) 135.8 (1.5 104.5 94
Income (loss) from continuing operations 98.6 (79.2) 105.9 83.0
Discontinued operations - - 43 1.9
Gain on sale of discontinued operations - - 6.2 -
Cumulative effect of accounting changes - - (23) -
NET INCOME {LOSS) 98.6 (79.2) 1141 84.9
Income (loss) after taxes per average share outstanding — basic*
Operating income (loss) {0.61) (1.29) 0.02 112
Realized investment gains (losses) 2.25 (0.03) 1.7 0.14
Discontinued operations - - 0.07 0.03
Gain on sale of discontinued operations - - 0n -
Cumulative effect of accounting changes - - (0.04) -
NET INCOME (LOSS) 1.64 (1.32) 1.87 1.29
Average shares outstanding — basic* 60.1 60.1 61.1 65.8
Income (loss) ofter taxes per average share outstanding — diluted*
Operating income (loss) {0.61) {1.29) 0.02 1.12
Realized investment gains (losses) 2.25 (0.03) 1.7 0.4
Discontinued operations - - 0.07 0.03
Gain on sale of discontinued operations - - 0.1 -
Cumulative effect of accounting changes - - {0.04) -
NET INCOME (LOSS) 1.64 (1.32) 1.87 1.29
Average shares outstanding - diluted* 60.2 60.1 61.1 65.9
Total assets 4,524.6 44894 44764 4,802.3
Shareholders’ equity 1,080.0 11166 1,151.0 1321.0
Book value per share* 17.97 18.59 19.16 2112
Dividends paid per share* - 0.59 0.92 0.88
Percent increase/decrease over previous year (100.0)% (35.9)% 45% 48%
Property and Casualty Operafions
Net premiums written 1,472.2 1,505.4 1,586.9 1,299.6
Net premiums earned 1,506.2 1,533.0 1,554.1 1,267.8
GAAP underwriting loss before taxes {253.8) {312.8) (184.2) (74.7)
Statutory loss ratio 66.5% 728% 66.9% 63.7%
Statutory loss adjustment expense ratio 13.4% 11.6% 10.7% 9.1%
Statutory underwriting expense ratio 35.4% 34.8% 35.2% 34.4%
Statutory combined ratio 115.3% 119.2% 112.8% 107.2%
Investment income before taxes 211 202.0 181.1 164.8
Per average share outstanding* 3.51 336 2.96 251
Property and casualty reserves
Unearned premiums 866.7 696.4 7252 668.4
Losses 1,746.8 1,627.6 1,545.0 1,569.5
Loss adjustment expenses 403.9 376.0 363.5 376.3
Statutory policyholders’ surplus 767.5 8121 8§99.8 1,027.1

*Adjusted for 2 for 1 stock dividend effective July 22, 1999 (See Note 23).

2001
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10-Year Compound

1997 1996 1995 1994 1993 1992 Annual Growth
974 § 649 § 914 771 515 57.8 -
30 323 40 142 2.7 35.1 30.3%

1304 972 95.4 913 80.2 929 {13)%
8.7 53 43 59 68 4. {100.0)%
- - - (0.3) - 15 -
139.1 1025 997 96.9 870 985 1.2)%
142 0.93 128 107 0.72 0.80 -
0.48 0.46 0.05 0.20 0.40 0.49 32.0%
0.13 0.07 0.06 0.08 0.09 0.06 (100.0)%
- - - - - 0.02 -
2.03 146 1.39 135 121 137 0.9%
685 704 ns 720 720 720 (1.7)%
142 0.93 1.28 1.07 072 0.80 -
0.48 046 0.05 0.20 040 049 32.0%
0.13 0.07 0.06 0.08 0.09 0.06 (100.0)%
- - - - - 0.02 -
2.03 1.46 1.39 135 12 137 0.9%
68.5 705 N5 72.0 720 720 (1.7)%
3,778.8 3,890.0 3,980.1 3,739.0 38168 3,760.7 2.5%
13148 1,175.1 1IN0 850.8 862.3 825.2 6.9%
19.56 16.72 15.69 11.82 197 N2 5.2%
0.84 0.80 076 0.73 0n 0.67 {100.0)%
5.0% 5.3% 41% 2.8% 6.0% 8.1% -

1,207.6 1,209.0 1,250.6 1,286.4 1,306.0 1,508.5 (0.1)%

1,204.3 1,2234 1,264.6 1297.7 13794 1517.6 0.2%
{49.6) (112.2) (68.8) (929) (147.3) {130.8) 13.0%

62.7% 66.5% 61.2% 61.6% 64.9% 63.7%
9.4% 9.7% 10.2% 10.0% 11.8% 10.8%
33.2% 33.3% 32.6% 32.2% 33.6% 33.5%

105.3% 109.5% 104.0% 103.8% 110.3% 108.0%

1724 1794 184.6 183.8 190.4 194.6 1.0%
252 2.54 258 2.55 2.64 2.70 2.8%
4949 4914 505.8 517.8 529.6 596.1 1.0%
1,174.5 1,215.8 1,268.1 1,303.6 1,378.0 1,309.2 37%
307.2 3318 356.1 367.3 390.6 364.0 1.4%

1,1095 984.9 876.9 660.0 713.6 6742 1.8%
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Chio Casualty Corporation (the Corporation) is the holding
company of The Ohio Casualty Insurance Company (the
Company), which is one of six property-casualty companies
that make up the Ghio Casudalty Group (the Group).

Overview

In June of 2001, a new Corporate Strategic Plan (Plan) was
announced. The Plan introduced an organization structured
around three business units: Standard Commercial Lines,
Specialty Commercial Lines, and Personal Lines and established
measurable financial targets for each business unit and the Group.
During 2001, certain operating results of the Corporation
improved. The improvements were a result of renewal price
increases, more favorable underwriting results and aggressive
expense management. The year also included the tragic events of
September 11, 2001, which had an impact on 2001.

Results of Operations

Net Income

The Corporation reported after-tax net income of $98.6
million, or $1.64 per share for the year 2001, compared with a net
loss of $79.2 million, or $1.32 per share in 2000, and net income
of $114.1 million, or $1.87 per share in 1999.

Operating Results

For the year 2001, the Corporation reported a net operating
loss' of $36.4 million, or $.61 per share. Excluding a one-time
after-tax charge of $26.8 million, or $.45 per share, for the trans-
fer of the renewal obligation of New Jersey private passenger auto
business, the after-tax operating loss for the twelve months ending
December 31, 2001, was $9.6 million, or $.16 per share, compared
with an operating loss of $77.7 million, or $1.29 per share in
2000, and operating income of $1.4 million, or $.02 per share in
1999. Also contributing to the 2001 operating loss were the
effects of additions to the Group’s asbestos reserves and the
impact of an early retirement plan. The 2000 operating loss
included the adverse effects of write-offs to the agent relation-
ships intangible asset relating to the 1998 acquisition of the Great
American Insurance Company’s (GAI) commercial lines division,
the impact of inadequate pricing and the negative effects of
premium cessions on experience rated reinsurance contracts.
Positively impacting 2000 results was the settlement of the
California Proposition 103 liability.

In the fourth quarter of 2001, a member of the Group, Ohio
Casualty of New Jersey, Inc. (OCN]), entered into an agreement

to transfer its obligations to renew private passenger auto business
in New Jersey. The transaction will allow the Group to stop
writing business in the New Jersey private passenger auto market
in early 2002. In recent years, the market in New Jersey private
passenger auto has become more unstable due to the inability to
control either the volume of writings or the profitability. Under
the terms of the transaction, the Group member, OCN], will pay
$40.6 million to a third party to transfer its renewal obligations.
The $40.6 million amount was taken as a charge in the fourth
quarter of 2001 and will be paid out over the course of twelve
months beginning in early 2002. OCNJ may also have a contin-
gent liability of up to $15.6 million to be paid to the transferee
company to maintain a maximum premiums-to-surplus ratio of
2.5 to 1 on the transferred business during the next three years.
At December 31, 2001, it is not possible to determine the likeli-
hood of the liability and, therefore, it has not been recognized in
the financial statements. The transaction is expected to positively
impact operating results beginning in 2002.

The 2001 results were also impacted by additions to the
Group's asbestos reserves and an early retirement charge. During
2001, loss and loss adjustment expense reserves were strength-
ened by $10.5 million after-tax for asbestos related claims
development. Also in 2001, the Corporation adopted an early
retirement plan. Of the approximately 330 employees eligible to
tetire under the program, 147 accepted. The early retirement plan
resulted in a one-time after-tax charge of $4.0 million for the year.

The events of September 11, 2001 had an impact on the
results of operations for the year. The Group incurred before-tax
losses of $3.0 million. This loss has not reached any reinsurance
limits for the Group. The $3.0 million represents the Group's best
estimate of total losses, which could ultimately exceed the amount
estimated. Based upon year-end 2001 analysis of the financial
strength of reinsurers, the Group believes any potential future
increases in this estimate covered under its reinsurance programs
would be collectible.

In the first quarter of 2000, the Group made the decision to
discontinue its relationship with all of its Managing General
Agents. The business written by the Managing General Agents
was acquired in the 1998 purchase of the GAI commercial lines
division. The result of the decision was a before-tax write-off of
$42.2 million to the agent relationships intangible asset, which
was recorded on the balance sheet in connection with the GAI
purchase. The asset was also written off in 2000 by $3.8 million as
a result of additional agent cancellations for a total write-off of
$46.0 million for the year. In 2001, the Corporation further wrote
off the agent relationships asset by $11.0 million as a result of

"Operating income {loss) differs from net income by the exclusion of realized investment gains (losses). It is not intended os o subsfitute for net income prepared in accordance with accounting principles generally accepted in the United Stafes.
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additional agency cancellations and for certain agents determined
to be impaired. The impairment analysis is a critical accounting
policy and was based on updated estimated future undiscounted
cash flows that were insufficient to recover the carrying amount of
the asset for the agent. The determination of impairment involves
the use of management estimates and assumptions. Due to the
inherent uncertainties and judgments involved in making these
assumptions, changes in the valuation of the agent relationship
asset could again occur in the future if the underlying estimates
change materially.

The 2000 operating loss was also impacted negatively by
$23.2 million before tax for ceded premiums on certain experi-
ence rated reinsurance contracts covering losses exceeding $1.0
million. The 1999 operating income was impacted by $13.0
million before tax for similar premium cessions. The premium
cessions reflect changes in estimated loss experience, and have
resulted in the maximum premium cessions under these contracts
for business written through year 2000.

Investment Results

Consolidated after-tax realized investment gains (losses)
amounted to $135.0 million, or $2.25 per share in 2001, $(1.5)
million, or ${.03) per share in 2000, and $104.5 million, or $1.71
per share in 1999. The 2001 realized gains included the effects of
the Group’s partial reallocation of its equity portfolio to fixed
income holdings. Significant appreciation in the equities, as part
of the reallocation, contributed to the realized gains in 2001. The
2001 realized gains included a non-recurring tax benefit of $16.1
million related to the sale of a minority interest in stock of OCNJ.
Contributing to the 1999 realized investment gains were gains
from a reallocation of the Group's investment portfolio during the
second quarter. The Corporation completed the reallocation by
selling approximately $200 million in equity securities, resulting in
after-tax realized gains of approximately $94 million.

The Corporation's largest assets are its investments and,
therefore, the related accounting policies are considered critical.
See further discussion of important investment accounting poli-
cies in Note 1C. The Corporation reviews its investment portfolio
quarterly to determine if any securities have sustained other than
temporary decline in market value. Any loss on a security deter-
mined to be impaired is recognized as a realized loss in the current
period. The after-tax realized gain (loss) was impacted by the
write-down of securities for other than temporary declines in
market value by $7.8 million in 2001, $10.9 million in 2000 and
$5.3 million in 1999.

Consolidated before-tax investment income increased 3.6%
t0 $212.4 million in 2001, compared with $205.1 million in 2000
and $184.3 million in 1999. The increases in investment income

can be attributed to the equity portfolio reallocations in 1999 and
2001. The reallocations in the investment portfolio reduced
equity securities and increased investment grade securities. Also
contributing to the increase in before-tax investment income was
the reallocation of investments from tax exempt municipal bonds
to taxable bonds. After-tax investment income totaled $141.3
million in 2001, compared with $140.3 million in 2000 and
$138.0 million in 1999. Before-tax and after-tax investment
income comparisons are impacted by investments in municipal
bonds, which provide tax-advantaged investment income.

Reinsurance Results

The Group has renewed all of its reinsurance programs for
2002 with only moderate changes in the program structure and
pricing. Although the terrorist events of September 11, 2001 had
a significant impact on the reinsurance market, the Group’s rein-
surance contracts do include coverage for acts of terrorism.
Instead of being unlimited as in the past, terrorism coverage in
the 2002 contracts has been modified to exclude or limit coverage
for certain upper layers of reinsurance. The Corporation believes
that the terrorism coverage in its reinsurance programs is
adequate to protect its financial health. The pricing of reinsur-
ance in 2002 increased only moderately from prior years due to
the tragic events of September 11, 2001 and from other changes
in the reinsurance market.

Internally Developed Software

In 2001, the Corporation introduced into limited production
a new internally developed application for issuing and maintaining
insurance policies. The Corporation capitalizes costs incurred to
develop certain software used in the Corporation’s operations.
The cost associated with this application is amortized on a
straight-line basis over the estimated useful life of ten years from
the date placed into service. Upon full implementation in 2003,
the new application should impact results by approximately $4 to
$5 million per year in amortization expense until 2012. Although
management believes the asset represents its fair value, the useful
life of the internally developed software was determined by using
certain assumptions and estimates. Inherent changes in these
assumptions could result in an immediate impairment to the asset
and a corresponding charge to net income.

Discontinued Operations

During 1995, the Corporation’s life operations were discon-
tinued. In order to exit the life operations, the Company executed
an agreement in 1995 to reinsure the existing blocks of business
through a 100% coinsurance arrangement.

On December 31, 1999, the Company sold 100% of The
Ohio Life Insurance Company stock, thereby transferring all
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remaining assets and liabilities to the buyer. The after-tax gain on
this sale totaled $6.2 million, or $.11 per share.

Net income from discontinued operations amounted to $4.3
million, or $.07 per share in 1999.

Statutory Results

Management uses statutory financial criteria to analyze
the property and casualty results. Management analyzes statu-
tory results through the use of insurance industry financial
measures including statutory loss and loss adjustment expense
ratios, statutory underwriting expense ratio, statutory
combined ratic, net premiums written and net premiums
earned. The statutory combined ratio is a commonly used
gauge of underwriting performance measuring the percentages
of premium dollars used to pay insurance losses and related
expenses. A discussion of the differences between statutory
accounting and accounting principles generally accepted in the
United States is included in Note 17.

All Lines Discussion

Statutory net premiums written decreased $33.2 million in
2001 to $1.47 billion. Net premiums written totaled $1.51 billion
in 2000 and $1.59 hbillion in 1999. The net premiums written
decrease in 2001 and 2000 can be attributed primarily to a more
selective underwriting philosophy that led to the elimination and
cancellation of certain business. Actions taken in 2000 to cancel
the Managing General Agents and the Group's most unprofitable
agents and policies represented over $150 million in annual net
premiums written.

The Group's business is geographically concentrated in the
Mid-West and Mid-Atlantic regions. The following table shows
consolidated net premiums written for the Group’s five largest
states:

All Lines Net Premiums Written
Distributed by Top States

2001 2000 1999
New Jersey 17.8% 14.9% 15.8%
Ohio 9.8% 9.7% 9.6%
Kentucky 71.9% 8.5% 8.7%
Pennsylvania 6.8% 6.2% 6.2%
[llinois 51% 5.2% 51%

New Jersey is the Group's largest state with 17.4% of the total
net premiums written during 2001. In recent years, New Jersey's
legislative and regulatory environments have become less favor-
able to the Group. The state requires insurance companies to

accept all risks that meet underwriting guidelines for private
passenger automobile. In the fourth quarter of 2001, OCN]
entered into an agreement to transfer its New Jersey private
passenger auto renewal obligations to Proformance Insurance
Company. This transaction will allow the Group to stop writing
business in the New Jersey private passenger auto and personal
umbrella markets in early 2002. New Jersey private passenger auto
and personal umbrella made up 46.9% of the Group’s New Jersey
net premiums written in 2001. Excluding the Group’s New Jersey
private passenger auto and personal umbrella net premiums
written, New Jersey would have represented 10.1% of the total all |
lines net premiums written in 2001. The Group expects to
continue writing all of its other lines of business in the state.
Excluding the $40.6 million, or 2.7 point impact of the New
Jersey renewal obligation transfer fee, the statutory combined ratio
improved 6.6 points to 112.6% in 2001, compared with 119.2% in
2000 and 112.8% in 1999. The improvement in the statutory
combined ratic in 2001 over 2000 was due to improvement in the
Standard Commercial Lines statutory loss ratio and all lines statu-
tory underwriting expense ratio when excluding the $40.6 million
New Jersey transfer fee. The 2001 Standard Commercial Lines
statutory loss ratio improved to 64.5% from 78.6% in 2000. The
2000 statutory combined ratio was impacted adversely by
increases in the loss and loss adjustment expense ratios. The 2000

loss ratio was impacted by adverse development in the workers’
compensation and general liability lines of business for 1999 and
prior accident years. The workers’ compensation line of business
added 6.8 points to the overall 2000 loss ratio.

The 2001 all lines statutory accident year combined ratio
excluding the New Jersey transfer fee was 108.8%, 3.8 points
lower than the calendar year results. The loss and loss adjustment
expense (LAE) ratio component of the all lines statutory accident
year combined ratio measures losses and claims expenses arising
from insured events during the year. The loss and LAE ratio
component of the all lines statutory calendar year combined ratio
includes loss and LAE payments made during the current year
and changes in the provision for future loss and LAE payments.
The difference between the statutory accident year and calendar
year combined ratios is concentrated in the workers’ compensa-
tion, homeowners and general liability lines of business.

At year-end 2000, the Group reallocated its carried bulk
reserves in anticipation of Statement of Statutory Accounting
Principles No. 55 under Statutory Accounting Codification,
which requires that companies carry their best estimate of loss
reserves for each line of business, while previous requirements
focused on the overall reserves. The reallocation did not affect
the all lines calendar year 2000 statutory combined ratio and did
not have a material impact on most lines of business other than

2001 ANNUAL REPORT



workers’ compensation and general liability. The reallocation
added 9.6 points to the workers’ compensation statutory
combined ratio and reduced the general liability statutory
combined ratio by 4.7 points.

Catastrophe losses in 2001 totaled $34.6 million, compared
with $36.2 million in 2000 and $52.2 million in 1999. The Group
was impacted by 19 separate catastrophes in 2001, compared with
24 catastrophes in 2000 and 27 in 1999. Catastrophe losses added
2.3 points to the statutory combined ratio in 2001, compared with
2.4 points in 2000 and 3.4 points in 1999. The 2001 catastrophes
included the losses from the events of September 11, 2001. The
Group incurred before-tax losses of $3.0 million related to the
terrorist activities. The 1999 catastrophes included tornadoes in
the greater Cincinnati and Oklahoma City areas as well as
damage from Hurricane Floyd. The effects of catastrophes on the
Corporation’s results cannot be accurately predicted. As such,
severe weather patterns, acts of war or terrorist activities could
have a material adverse impact on the Corporation’s results,
reinsurance pricing and availability of reinsurance.

Catastrophe losses, net of reinsurance, for each of the last
three years were:

Catastrophe Losses

(before-fax) 2001 2000 1999
Dollar Impact (in milions)| ~ $34.6 $36.2 §52.2
Statutory Combined

Ratio Impact 2.3% 2.4% 3.4%

Statutory underwriting expenses, as a percentage of net
premiums written, increased by .6 points in 2001 to 35.4%,
compared with 34.8% in 2000 and 35.2% in 1999. The 2001
statutory underwriting expense ratio includes 2.7 points from the
$40.6 million charge for the New Jersey transfer. Excluding the
New Jersey transfer fee, the improvement in the 2001 statutory
underwriting expense ratio was the result of actions to lower
commissions, eliminate workers’ compensation policyholder divi-
dends and decrease the employee count. The actions to lower
commissions to current market levels for selected preduct lines
improved the 2001 underwriting expense ratio .5 points. The
actions to eliminate workers’ compensation policyholders divi-
dends on new and renewal business and changes in reserves for
dividends of issued policies improved the 2001 underwriting ratio
.7 points. The reduction in employee count during 2001 improved

the 2001 underwriting ratio by .6 points. The employee count was
3,365 as of December 31, 2001, compared with 3,470 at
December 31, 2000 and 3,889 at December 31, 1999. The 2001
statutory underwriting expenses also included $.5 million of soft-
ware amortization related to the limited rollout of a new internally
developed software application. On a statutory accounting basis,
the new application is being amortized over a five-year period in
accordance with statutory accounting principles. For year 2002,
the Group will continue the rollout of the new application and
expects the impact to statutory expenses to be approximately $2
million to $3 million in amortization. Upon full implementation in
2003, the new application amortization should impact the statu-
tory expenses by approximately $8 to $10 million per year through
2007. The additional cost is expected to be offset in part by
reduced labor costs related to policy processing.

Segment Discussion

In June of 2001, the Corporation introduced an organiza-
tional structure around three business units: Standard
Commercial Lines, Specialty Commercial Lines, and Personal
Lines. The Corporation also announced projected 2001 statutory
combined ratios for the three business units.

Standard Commercial Lines

Standard Commercial Lines statutory combined ratio for the
year 2001 decreased 13.8 points to 116.2% from 130.0% in 2000.
The 1999 statutory combined ratio was 122.6%. The 2001 actual
statutory combined ratio results were slightly better than the 2001
projected Standard Commercial Lines statutory combined ratio of
117.0%. Renewal price increases had a positive impact during the
year. The 2001 average renewal price increase’ was 15.2% for the
Standard Commercial Lines direct premiums written, compared
with a 9.9% average renewal price increase in 2000.

The workers’ compensation line of business in the Standard
Commercial Lines segment impacted the year’s results. Although
overall results improved in 2001, continued deterioration in the
workers' compensation line of business in 2001 led to disappoint-
ing results for the line.

Workers' compensation statutory combined ratio decreased
27.0 points in 2001 to 138.6%, compared with 165.6% and
117.5% for 2000 and 1999, respectively. The statutory loss ratio
was the main component driving the high statutory combined
ratio. The 2001 statutory loss ratio was 95.8%, compared with
118.8% and 71.9% in 2000 and 1999, respectively: Deterioration

in prior year losses due to an increase in claims severity

Tyhen used in this report, renewal price increase means the average increase in premium for policies renewed by the Group. The average increass in premiums for each renewad policy s calculated by comparing the total expiring premium
for the policy with the fotal renewal premium for the same policy. Renewal price increases include, among other things, the effects of rate increases and changes in the underlying insured exposures of the policy. Only policies issued by the
Group in the previous poicy term with the same policy identification codes are included. Therefore, renewal price increases do not include changes in premiums for newly issued policies and business assumed through reinsurance agree-
ments, including Great American business not yet issued in the Group’s systems. Renewa! price increases also do riot reflect the cost of any reinsurance purchased on the policies issued.
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contributed to the poor 2001 results. The 2001 accident year loss
ratio of 81.8% was 14.0 points lower than the calendar year loss
ratio. The poor results in the workers’ compensation line of busi-
ness in 2000 added 6.8 points to the all lines statutory loss ratio,
when including the year-end reserve reallocation mentioned in
the All Lines Discussion section.

In response to the deterioration of results, the Group took
action in 2000 to begin non-renewing its most unprofitable
workers’ compensation policies. This business has a loss ratio
approximately 10 points higher than the total workers’ compen-
sation line of business and is referred to as unsupported workers’
compensation as it is the only product in the customer’s
account. As mentioned in the Operating Results section, the
Group also took action to discontinue its relationship with
Managing General Agents. These Managing General Agents
accounted for $29.0 million in annual workers’ compensation
premium. These non-renewals and cancellations contributed to
a 20.0%, or $37.2 million, decrease in 2001 workers’ compensa-
tion net premiums written, and a 3.1%, or $5.9 million, decrease
in 2000 workers’ compensation net premiums written. The
Group was able to achieve average renewal price increases for
the workers’ compensation business of 16.6% and 12.4% for
2001 and 2000, respectively. Net premiums written for 2001,
2000 and 1999 totaled $148.6 million, 185.8 million and $191.7
million, respectively.

Commercial auto net premiums written increased $8.0

Statutory Combined Ratio

million, or 4.5% in 2001 to $186.7 million, compared with $178.7
million in 2000 and $175.5 million in 1999. The 2001 increase
was driven by renewal price increases, averaging 15.5% on the
commercial auto line of business.

The 2001 commercial auto statutory combined ratio

decreased to 107.6%, from 121.5% in 2000 and 117.1% in 1999,

The improvement in 2001 was largely due to better underwrit-
ing and risk selection and the effect of renewal price increases.
2000 was hindered by increased severity combined with inade-
quate pricing.

Commercial multi-peril (CMP), fire & inland marine net
premiums written were $275.2 million in 2001, compared with
$276.5 million in 2000 and $271.1 million in 1999. The statutory
combined ratio decreased to 106.4% in 2001 from 111.1% in
2000 and 126.0% in 1999. The improvement in the line has been
a result of implementing renewal price increases and more selec-
tive underwriting.

General liability net premiums written decreased $1.6
million, or 2.0% in 2001 to $79.0 million, compared with $80.7
million in 2000 and $82.5 million in 1999. The 2001 and 2000

decreases reflected the Group's focus on fundamental underwrit-

ing strategies.

The general liability statutory combined ratio decreased 6.1
points in 2001 to 120.8%, compared with 126.9% in 2000 and
115.6% in 1999. While improvement in underwriting is being
shown, the higher than desired loss ratios are attributable to

(by business unit, including selected major lines of business) 2001 2000 1999
Standard Commercial Lines 116.2% 130.0% 122.6%
Workers’ Compensation 138.6% 165.6% 117.5%
Auto Commercial 107.6% 121.5% 117.1%
General Liability 120.8% 126.9% 130.8%
CMP Fire & Inland Marine 106.4% 11.1% 127.2%
Specialty Commercial Lines 90.8% 79.8% 50.7%
Commercial Umbrella 93.6% 81.9% 33.5%
Fidelity & Surety 76.8% 70.7% 75.9%
Personal Lines 119.2% 113.5% 112.2%
Auto — Agency 118.2% 110.4% 106.3%
Auto — Direct 155.2% 167.9% 208.4%
Homeowners 120.5% 119.6% 124.1%
Total All Lines 115.3% 119.2% 112.8%
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adverse development on prior accident years. The accident year
statutory combined ratio for 2001 was 106.8%. The difference
between the accident and calendar year results is primarily due to
increases in asbestos reserves in 2001 for further development on
existing claims outstanding.

Specialty Commercial Lines

Specialty Commercial Lines statutory combined ratio for the
year 2001 was 90.8%, compared with the 2001 projected statutory
combined ratio of 88.9%. The statutory combined ratio was
79.8% and 50.7% for 2000 and 1999, respectively.

The fidelity & surety line of business in the Specialty
Commercial Lines contributed to the favorable results for the
segment. Fidelity & surety net premiums written increased $1.1
million, or 3.0% in 2001 to $38.7 million, compared with $37.6
million in 2000 and $37.7 million in 1999. The statutory
combined ratio was 76.8% in 2001, compared with 70.7% in
2000 and 77.0% in 1999.

Commercial umbrella net premiums written increased $26.6
million, or 40.5% in 2001 to $92.2 million, compared with $65.6
million in 2000 and $62.8 million in 1999. The 2001 increase was
primarily generated by renewal price increases implemented in
2001 and 2000. The average renewal price increase in 2001 was
20.3%, compared with 8.9% in 2000. The 2001 statutory
combined ratio was 93.6%, compared with 81.9% in 2000 and
47.3% in 1999. Although the combined ratio increased, the
results are still profitable for the Group.

Personal Lines

The Personal Lines statutory combined ratio for the year
2001 increased 5.7 points to 119.2% in 2001, compared with
113.5% in 2000 and 112.2% in 1999. Excluding the $40.6 million
fee related to the New Jersey personal auto transaction, the 2001
statutory combined ratio was 112.9%, a decrease of .6 points from
2000. Excluding the New Jersey transfer fee, the actual 2001
statutory combined ratio was 1.4 points better than the projected
2001 statutory combined ratio of 113.7%.

Private passenger auto — agency net premiums written
decreased $10.9 million, or 2.4% to $444.4 million in 2001,
compared with $455.3 million in 2000 and $526.5 million in
1999. Selective underwriting and agency cancellations
contributed to the decline in premiums in 2001.

New Jersey’s private passenger auto net premiums written
represented approximately 27% of the Group’s total private
passenger auto book of business in 2001. New Jersey regulation
mandates private passenger automobile insurers in the state to
provide insurance to all eligible consumers with limited excep-

tions. This “take-all-comers” regulation eliminates the Group’s
ability to control the volume and selection of writings in the
state. The statutory combined ratio was 109.1%, excluding the
fee related to the transfer of the New Jersey personal auto book
in 2001, compared with 110.4% in 2000 and 106.3% in 1999.
Poor underwriting results in New Jersey was the primary cause of
the poor performance in 2001. The New Jersey results added 4.5
points to the 2001 private passenger auto-agency statutory loss
ratio. New Jersey results were driven by regulatory restraints in
the state which restrict the insurers’ ability to raise rates. In
addition, the New Jersey State Senate passed an auto insurance
reform bill effective in 1999 that mandated a 15% rate reduction
for personal auto policies. This reform bill was based on legal
reform intended to provide a reduction in medical expense
benefits, limitations on lawsuits and enhanced fraud protection.
While the rate reduction was immediate, many of the reforms
have not yet been implemented, resulting in inadequate rate
levels for the Group.

The state of New Jersey also requires additional assessments
to be paid by insurers and requires insurance companies to write
a portion of their business in high risk areas. New Jersey requires
assessments to be paid for the New Jersey Unsatisfied Claim and
Judgement Fund (UCJF). This assessment is based upon esti-
mated future direct premiums written in that state. The Group
paid assessments of $4.7 million in 2001, $3.3 million in 2000
and $3.4 million in 1999. Since 1999, New Jersey has also
required insurance companies to write a portion of their
personal auto premiums in Urban Enterprise Zones (UEZ).
These zones are generally higher risk urban areas. The Group is
required to write one policy in UEZ for every seven policies
written outside UEZ. The Group is assigned premiums if it does
not write the required quota. In 2001, the Group wrote $8.1
million in UEZ premiums, with $4.3 million in additional
assigned premiums in 2001, compared with $6.5 million in UEZ
premiums and $4.9 million in additional assigned premiums in
2000. In 1999, the Group wrote $5.7 million in UEZ premiums,
with $6.7 million in additional assigned premiums in 1999. The
loss ratios on UEZ premiums were 159.3%, 146.3% and 132.1%
for 2001, 2000 and 1999, respectively. The loss ratios on the
assigned business were 219.6%, 198.5% and 142.9% for 2001,
2000 and 1999, respectively.

Given the unfavorable regulatory environment in New Jersey
and the continued unprofitability of its private passenger auto
business in the state, the Group announced in the fourth quarter
of 2001 the transaction to allow the Group to stop writing busi-
ness in early 2002 in the private passenger auto market in New
Jersey. The transaction, described in the Operating Results
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section, is expected to positively impact private passenger auto
results beginning in 2002.

The Group is implementing price increases in other states,
claims management procedures and insurance scoring to improve
results. The Group began to rollout insurance scoring in selected
states in 2001 and expects this to help improve results by match-
ing prices more closely with anticipated loss experience.

The Group began direct marketing of personal auto coverage
in January 1998. In 2000, the Corporation first restructured its
private passenger auto — direct operations with an Internet-only
strategy, and later discontinued the private passenger auto —
direct line of business in the fourth quarter. The line was discon-
tinued in order to focus on the independent agency system as the
distribution channel for the Group. As a result of the restructur-
ing, net premiums written dropped from $10.7 million in 2000 to
$6.8 million in 2001. The Group wrote $17.1 million of net
premiums in 1999. Statutory combined ratios were 155.2%,
167.9% and 208.4% for 2001, 2000 and 1999, respectively. The
2001 underwriting expense ratio included $2.0 million, or 29.3
points, in expenses for fees for the removal of certain obligations
related to assigned private passenger auto policies in New York.

Although the Group discontinued the private passenger
auto — direct line, the Group remains committed to expanding its
Internet capabilities that focus on full service options for our
agents and convenience options for our policyholders.

Homeowners net premiums written fell 6.5% in 2001 to
$162.0 million from $173.2 million in 2000 and $181.9 million in
1999. The Group has placed emphasis on price increases, insut-
ance scoring and agency management. The company introduced
an Insurance-To-Value program in 2000 which addressed underin-
sured homeowner properties and emphasized adequate
replacement cost values.

The 2001 homeowners statutory combined ratio increased
.9 points to 120.5%. This compares with a statutory combined
ratio of 119.6% in 2000 and 124.1% in 1999. Combined ratios
are heavily impacted by catastrophe losses which added 12.3
points to the combined ratio in 2001, 10.3 points in 2000 and
12.6 points in 1999.

Liguidity and Financial Stremgth
Cash Flow

Net cash generated from operations was $70.2 million in
2001, compared with cash generated of $99.6 million in 2000 and
cash used of $137.7 million in 1999. The 2001 cash generated
reflects the operating results and the reduction in paid losses and

paid loss adjustment expenses. The change in 2000 is due in part
to payment received in 2000 as part of the commutation of a rein-
surance treaty in the fourth quarter of 1999 and a refund of prior
year taxes paid. The 1999 cash used primarily resulted from lower
operating results and taxes paid. Investing activities used net cash
of $57.4 million in 2001, compared with net cash used of $103.5
million in 2000 and net cash generated of $108.1 million in 1999.
Total cash used for financing activities was $10.6 million in 2001,
compared with $56.0 million in 2000 and total cash used of
$125.5 million in 1999. Cash used for financing decreased in 2001
was a result of the elimination of shareholder dividends. Cash
used from financing decreased in 2000 from 1999 as a result of
the reduction in shareholder dividends and the Corporation’s
decision not to repurchase any of its shares. Overall, total cash
generated in 2001 was $2.2 million, compared with cash used of
$59.9 million in 2000 and cash used of $155.0 million in 1999.

The Corporation did not pay any shareholder dividends in
2001, compared with dividend payments of $35.4 million in 2000
and $56.0 million in 1999. The Corporation did not pay share-
holder dividends in 2001 as a result of the Corporation’s decision
to further strengthen the Corporation’s financial position.

The following table presents the Corporation’s quarterly cash
dividends per share for the past three years:

Quarterly Cash Dividends Per Share

QUARTER 2001 2000 1999
First § - §.23 §.23
Second - 12 23
Third - 12 23
Fourth - 12 23

Cash flow has also been impacted by our share repurchase
program. Although the Corporation did not repurchase any
shares of its common stock in 2001 or 2000, the Corporation did
repurchase 2,478,000 shares for $46.1 million in 1999. Since the
beginning of 1987, 31.7 million shares have been repurchased at
an average cost of $14.10 per share.

The Corporation is dependent on dividend payments from its
insurance subsidiaries in order to meet operating expenses, debt
obligations, and to pay dividends. Insurance regulatory authorities
impose various restrictions and prior approval requirements on
the payment of dividends by insurance companies and holding
companies. As of December 31, 2001, approximately $156.5
million of statutory surplus was not subject to restriction or prior
dividend approval requirements.
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The following table presents the Corporation’s obligations
(other than obligations relating to its ordinary insurance opera-
- tions) to make future payments under contracts, such as debt and
lease agreements:

(S in milions) Payments Due by Period

Contractual Less than 13 4.5 Atter
Obligations Total 1 year years years  5years
Notes payable $210.2 $205.0 S - S - $5.2
Operating leases 13.7 57 8.0 - -
New Jersey transfer fee ~~ 40.6 305 10.1 - -
Total contractual cash

obligations 52645 $2412 §18.] 5 - $5.2
Debt

As of December 31, 2001, the Corporation had $210.2
million of outstanding notes payable. Of the $210.2 million, $5.2
million is a long-term low interest loan with the state of Ohio
used in conjunction with the home office purchase. The remain-
ing $205.0 million is a current note payable under a 1997 credit
facility that provided a $300.0 million revolving line of credit to
the Corporation. On March 19, 2001, the Corporation elected to
reduce the aggregate amount available under the revolving line of
credit from $3CC.0 million to $250.0 million. The credit facility
agreement contains financial covenants and provisions customary
for such arrangements. The most restrictive covenants include a
maximum permissible consolidated funded debt that cannot
exceed 30% of consolidated tangible net worth (as defined in the
agreement) and a minimum statutory surplus of $750.0 million.
Effective March 30, 2001, the covenant was amended to require a
minimum statutory surplus of $675.0 million for the quarters
ending March 31, 2001 and June 30, 2001, returning to minimum
statutory surplus of $750.0 million for subsequent quarters. The
Corporation continues to review its financial covenants in the
credit agreement in light of its operating losses. As of December
31, 2001, the Corporation was in compliance with these
covenants. However, further deterioration of operating results,
reductions in the equity portfolio valuation, or other changes in
statutory surplus may lead to covenant violations which could
ultimately result in default.

The credit agreement expires in October 2002, with any
outstanding loan balance due at that time. The Corporation
is evaluating its capital requirements and is exploring ways to
refinance its debt and increase its financial flexibility. The
Corporation has taken steps to strengthen its financial position
by aggressively managing expenses and first reducing quarterly
dividends to shareholders and later eliminating the current quat-

terly dividend in the first quarter of 2001. The Corporation will
be required to obtain additional external funding, either in the
form of debt or equity, in order to repay the balance of its current
notes payable, which comes due October 2002. While the
Corporation believes that it should be able to obtain such exter-
nal funding, the ability to raise such funding cannot be assured
nor can the cost of such funding be determined at this time.

Rating Agencies

Regularly the Group's financial strength is reviewed by inde-
pendent rating agencies. These agencies may upgrade, downgrade,
or affirm their previous ratings of the Group. On July 25, 2001,
A.M. Best announced that its rating of the group of companies is
now “A-" (Excellent) from “A” previously. The rating action
reflects the sharp deterioration in the Group's earnings and the
significant reduction in policyholders’ surplus over recent years.
A.M. Best stated the “Excellent” rating was due to solid capital-
ization and strategic initiatives put in place by management to
improve earnings. A.M. Best has placed a silent outlook on the
Group's rating. On May 7, 2001, Standard & Poor’s (S&P) Rating
Services downgraded the Group's financial strength rating. The
Group’s S&P rating moved from “BBB+" to “BBB”. S&P cited
operating performance, declining capitalization, and limited finan-
cial flexibility as reasons for the rating change. S&P recognized
the Group'’s improved strategic focus and re-underwriting actions
as positive attributes. S&P has placed a negative outlook on the
Group's rating. On May 2, 2001, Moody’s Investors Services
affirmed the Group's “A2” rating based on new executive leader-
ship, ongoing expense reduction and re-underwriting initiatives,
reduction or elimination of its shareholder dividends, and strength
of its independent agency relationships. Moody's has revised the
outlook for the Group's rating from negative to stable.

Statutory Surplus

Statutory surplus, a traditional insurance industry measure of
strength and underwriting capacity, was $767.5 million at
December 31, 2001, compared with $812.1 million at December
31, 2000 and $899.8 million at December 31, 1999, On January
1, 2001, statutory surplus was reduced by $21.7 million to $790.4
million for the cumulative effect of adopting new required statu-
tory accounting principles. The 2001 surplus was further reduced
by the $26.8 million after-tax charge associated with the New
Jersey private passenger auto transfer and a decrease in the
market value of the equity investment portfolio. Statutory surplus
increased in 2001 due to the sale of a minority interest in the
stock of a subsidiary, which caused a non-recurring tax benefit of
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$16.1 million. The decrease in the 2000 surplus was due primarily
to poor underwriting results, dividend payments, and the statutory
treatment of the final installment payment for the acquisition of
the commercial lines division of GAIL

The ratio of premiums written to statutory surplus is one
of the measures used by insurance regulators to gauge the
financial strength of an insurance company and indicates the
ability of the Group to grow by writing additional business. At
December 31, 2001, the Group's premiums written to surplus
ratio is 1.9 to 1. The ratio was 1.9 to 1 and 1.8 to 1 in 2000
and 1999, respectively.

The National Association of Insurance Commissioners
(NAIC) has developed a “Risk-Based Capital” formula for prop-
erty and casualty insurers and life insurers. The formula is
intended to measure the adequacy of an insurer’s capital given the
asset structure and product mix of the company. As of December
31, 2001, all insurance companies in the Group, with the excep-
tion of OCNJ, exceed the necessary capital. The exception for
QCN] is due to a temporary difference in the recognition of
deferred taxes related to the $40.6 million New Jersey transfer fee.

In 1998, the NAIC adopted the Codification of Statutory
Accounting Principles guidance, which replaced the former
Accounting Practices and Procedures manual as the NAIC's
primary guidance on statutory accounting. The new policies
provide guidance for areas where statutory accounting had been
silent and changed former statutory accounting in some areas.
The Group implemented the Codification guidance effective
January 1, 2001. The cumulative effect of changes in accounting
principles adopted to conform to the Codification guidance were
reported as an adjustment to statutory policyholders’ surplus as of
January 1, 2001. The cumulative effect of adopting Codification
reduced statutory policyholders’ surplus by $21.7 million on
January 1, 2001.

Ohio Casualty Corporation Quarterly High/Low Market Price Per Share

(in dollars, adjusted from 1999 stock split} 21,69
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Reinsurance

Reinsurance is a contract by which one insurer, called a rein-
surer, agrees to cover, under certain defined circumstances, a
portion of the losses incurred by a primary insurer in the event a
claim is made under a policy issued by the primary insurer. The
Group purchases reinsurance to protect against large or cata-
strophic losses. There are several programs that provide reinsurance
coverage.

The Group's property per risk program covers property losses in
excess of $1.0 million for a single insured, for a single event. This
property per risk program covers up to $29.0 million in losses in
excess of the $1.0 million retention level for a single event. The
Group's casualty per occurrence program covers liability losses.
Workers' compensation, umbrella and other casualty reinsurance
cover losses up to $99.0 million, $49.0 million and $23.0 million,
respectively, in excess of the $1.0 million retention level for a single
insured event.

The property catastrophe reinsurance program protects the
Group against an accumulation of losses arising from one defined
catastrophic occurrence or series of events. This program provides
$150.0 million of coverage in excess of the Group’s $25.0 million
retention level. In 2001, a portion of the catastrophe program was
renewed with a multi-year placement as in previous years. This
provides continuity and maintains rates and each reinsurer’s overall
share of the program. Over the last 20 years, two events triggered
coverage under the catastrophe reinsurance program. Losses and
loss adjustment expenses from the Oakland fires in 1991 totaled
$35.6 million and losses and loss adjustment expenses from
Hurricane Andrew in 1992 totaled $29.8 million. Both of these
losses exceeded the prior retention amount of $13.0 million, result-
ing in significant recoveries from reinsurers. Reinsurance limits are
purchased to cover exposure to catastrophic events having the
probability of occurring every 150-250 vyears.

GAI has agreed to maintain reinsurance on the commercial
lines business that the Company acquired from GAI and its affili-
ates in 1998. GAI is obligated to reimburse the Company if Great
American’s reinsurers are unable to pay claims with respect to the
acquired commercial lines business.

Reinsurance contracts do not relieve the Group of their obliga-
tions to policyholders. The collectibility of reinsurance depends on
the solvency of the reinsurers at the time any claims are presented.
The Group monitors each reinsurer’s financial health and claims
settlement performance because reinsurance protection is an impor-
tant component of the Corporation's financial plan. Each year, the
Group reviews financial statements and calculates various ratios
used to identify reinsurers who no longer meet appropriate stan-
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dards of financial strength. Reinsurers who fail these tests are
removed from the program at renewal. Additionally, a large base
' of reinsurers is utilized to mitigate concentration of risk. During
the last three fiscal years, no reinsurer accounted for more than
15% of total ceded premiums. As a result of these controls,
amounts of uncollectible reinsurance have not been significant.

Loss and Loss Adjustment Expenses

The Group's largest liabilities are reserves for losses and loss
adjustment expenses. The accounting policies related to the loss
and loss adjustment expense reserves are considered critical. Loss
and loss adjustment expense reserves are established for all
incurred claims and are carried on an undiscounted basis before
any credits for reinsurance recoverable. The establishment of loss
and loss adjustment expense reserves involves the use of certain
assumptions and estimates. Actual losses and loss adjustment
expenses may change with further developments. These reserves
amounted to $2.15 billion at December 31, 2001, $2.00 billion at
December 31, 2000 and $1.91 billion at December 31, 1999.

In recent years, asbestos and environmental liability claims
have expanded greatly in the insurance industry. Historically, the
Group has written small commercial accounts and has not sold
policies with significant manufacturing liability coverages. Within
the manufacturing category, we have concentrated on the light
manufacturers, which further limits exposure to environmental
claims. Consequently, the Group's asbestos and environmental
liability exposure is substantially below the industry average.

Estimated asbestos and environmental reserves are composed
of case reserves, incurred but not reported reserves and reserves
for loss adjustment expense. For 2001, 2000 and 1999, respec-
tively, those reserves were $53.5 million, $40.4 million and $41.1
million. Asbestos reserves were $31.8 million, $13.5 million and
$9.6 million and environmental reserves were $21.7 million, $26.9
million and $31.5 million for those respective years. These loss
estimates are based on currently available information. However,
given the expansion of coverage and liability by the courts and
legislatures, there is substantial uncertainty as to the ultimate
liahility. The Group increased its asbestos reserves in 2001 for
further development on existing claims outstanding.

Construction defect claims filed under general liability insur-
ance policies involve allegations of defective work on construction
projects, such as condominiums, apartment complexes, housing
developments, and office buildings. These claims usually involve
multiple parties and carriers. The loss estimates for these claims
are based on currently available information. However, given the
expansion of coverage and liability by the courts and legislatures,
there is substantial uncertainty as to the ultimate liability.

Cadlifornia Legal Proceedings

Proposition 103 was passed in the state of California in 1988
in an attempt to legislate premium rates for that state. The propo-
sition required premium rate rollbacks for 1989 California
policyholders while allowing for a “fair” return for insurance
companies.

In 1998, the Administrative Law Judge issued a proposed
ruling with a rollback liability of $24.4 million plus interest. The
Group established a contingent liability for the Proposition 103
rollback of $24.4 million plus simple interest at 10% from May 8,
1989. This brought the total reserve to $52.3 million at
September 30, 2000. On October 25, 2000, the Group announced
a settlement agreement for California Proposition 103 that was
approved by the Commissioner of Insurance of the state of
California. Under the terms of the settlement, the members of the
Group agreed to pay $17.5 million in refund premiums to eligible
1989 California policyholders. With this development, the total
reserve was decreased to $17.5 million as of December 31, 2000.
This decrease in the reserve resulted in an increase in operating
income and net income in 2000, but had no effect on the statu-
tory combined ratio reported. The Group began to make
payments in the first quarter of 2001. The remaining liability was
$7.8 million as of December 31, 2001.

To date, the Group has paid approximately $5.7 million
in legal costs related to the California withdrawal and
Proposition 103.

Investment Portfolio

At year-end 2001, consolidated investments had a carrying
value of $3.3 billion. The excess of market value over cost was
$420.9 million, compared with $629.4 million at year-end 2000
and $505.4 million at year-end 1999. The decrease in 2001 was
largely due to the recognition of realized gains in connection with
the sale of appreciated equity securities in the 2001 equity portfo-
lio reallocation. The 2000 increase was due to market growth in
both the fixed income and equity portfolios, while a 1999
decrease in unrealized gains was largely attributable to the Group’s
reallocation of irs investment portfolio mentioned in the
Investment Results section.

The Group's fixed income portfolio has an intermediate dura-
tion and a laddered maturity structure. The Group chooses always
to remain fully invested and does not try to time markets. The
Group also does not invest in off-balance sheet investments or
arrangements.

Tax exempt bonds decreased to 1.1% of the fixed income
portfolio at year-end 2001 versus 3.2% and 19.4% for December
31, 2000 and 1999, respectively. The funds previously held in tax
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exempt bonds have been reallocated to investment grade taxable
bonds. Due to poor underwriting results over the past few years,
the Group has reduced its holdings to maximize after-tax income.

As of December 31, 2001, the Group held $1,107.8 million in
mortgage-backed securities, compared with $1,124.0 million and
$784.3 million at December 31, 2000 and 1999, respectively. The
increase from December 31, 1999 is attributable to a redistribu-
tion of investments previously held in tax exempt bonds and the
2001 and 1999 reallocations mentioned above. The majority of
mortgage-backed security holdings are less volatile planned amor-
tization class, sequential structures and agency pass-through
securities. Of this portfolio, $10.0 million, $13.1 million and $19.3
million were invested in more volatile bond classes (e.g. interest-
only, super-floaters, inverses) in 2001, 2000 and 1999,
respectively.

At year-end 2001, consolidated equity investments had a
market value of $489.0 million. Equity investments have
decreased as a percentage of the consolidated portfolio from
22.0% in 1999 to 14.7% at year-end 2001. This decrease is attrib-
utable to the 2001 reallocation of the Group's investment
portfolio.

The Corporation adopted Statement of Financial Accounting
Standards (SFAS) 133 effective January 1, 2001. The adoption of
SFAS 133 has had an immaterial impact on the financial results
of the Corporation.

The Corporation’s largest assets are its investments and,
therefore, the accounting policies are considered critical. The
Corporation uses certain assumptions and estimates when valuing
certain investments and related income. These assumptions
include estimations of cash flows and interest rates. Although the
Corporation believes the values of its investments represent fair
value, due to the inherent uncertainties and judgments involved
with accounting measurements, certain estimates could change
and lead to changes in fair values.

Masiket Risk Disclosures for Financial Instruments

Market risk is the risk of loss resulting from adverse changes
in interest rates. In addition to market risk, the Corporation is
exposed to other risks such as credit, reinvestment and liquidity
risk. Credit risk refers to the financial risk that an obligation will
not be paid and a loss will result. Reinvestment risk is the risk

that interest rates will fall causing interim cash flows to earn less
than the original investment. Liquidity risk describes the ease with
which an investment can be sold without substantially affecting
the asset’s price. The sensitivity analysis below summarizes only
the exposure to market risk.

The Corporation strives to produce competitive returns by
investing in a diverse portfolio of high-quality companies. All
investments are held as “available-for-sale,” as defined by SFAS
No. 115.

Market Risk - The Corporation has exposure to losses result-
ing from potential volatility in interest rates. The Corporation
attempts to mitigate its exposure to interest rate risk through
active portfolio management, petiodic reviews of asset and liability
positions and through maintaining a laddered maturity structure
with an intermediate duration. Estimates of cash flows and the
impact of interest rate fluctuations relating to the Corporation’s
investment portfolio are modeled semi-annually and reviewed

regularly.

Equity Price Risk — Equity price risk can be separated into
two elements. The first, systematic risk, is the portion of a portfo- |
lio or individual security’s price movement attributed to stock
market movement as a whole. The second element, nonsystem-
atic risk, is the portion of price movement unique to the
individual portfolio or security. This risk can be further divided
between characteristics of the industry and of the individual
issuer. The Corporation attempts to manage nonsystematic risk by
monitoring a portfolio that is diversified across industries.

The following tables illustrate the hypothetical effect of an
increase in interest rates of 100 basis points (19%) and a 10%
decrease in equity values at December 31, 2001, 2000 and 1999,
respectively. The changes selected above reflect the Corporation’s
view of shifts in rates and values that are quite possible over a
one-year period. These rates should not be considered a predic-
tion of future events by the Corporation as interest rates may be
much more volatile in the future. This analysis is not intended to
provide a precise forecast of the effect of changes in interest rates
and equity prices on the Corporation’s income, cash flow or share-
holders’ equity. In addition, the analysis does not take into
account any actions the Corporation may take to reduce its expo-
sure in response to market fluctuations.
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Estimated Adjusted Market Value
December 31, 2001 Fair Valve os indicated above
Interest Rate Risk:
Fixed maturities 82,772 2,633
Short-term
investments 55 55
Equity Price Risk:
Equity securities 489 440
Totals 63,316 §3,128
Estimated Adjusted Market Value
December 31, 2000 Fair Value as indicated above
nterest Rate Risk:
Fixed maturities §2,514 §2.419
Short-ferm
investments 60 60
Equity Price Risk:
Equity securities 755 679
Totals $3,329 $3,158
Estimated Adjusted Market Value
December 31, 1999 Fair Value as indicated above
Interest Rate Risk:
Fixed maturifies 2,377 §2,272
Short-term
investments 104 104
Equity Price Risk:
Equity securities 698 628
Totals 3,179 $3,004

In addition to the above scheduled investments, the
Corporation has a revolving line of credit. An increase in interest
rates of one hundred basis points to the index against which the
line of credit is priced would result in additional annual interest
expense of $2.1 million.

Certain assumptions are inherent in the above analysis. The
Corporation assumes an instantaneous and parallel shift in inter-
est rates and equity prices at December 31, 2001, 2000 and 1999,

and that the composition of its investment portfolio remains
relatively constant. Also, the Corporation assumes a change in
interest rates is reflected uniformly across all financial instru-
ments. The adjusted market values are estimated using discounted
cash flow analysis and duration modeling.

New Accounting Standards

See discussion of new accounting standards in Note 22.

Forward-locking Statements

From time to time, the Corporation may publish forward
looking statements refating to such matters as anticipated finan-
cial performance, business prospects and plans, regulatory
developments and similar matters. The statements contained in
this Management’s Discussion and Analysis that are not historical
information, are forward-looking statements. The Private
Securities Litigation Reform Act of 1995 provides a safe harbor
under the Securities Act of 1933 and The Securities Exchange
Act of 1934 for forward-looking statements. In order to comply
with the terms of the safe harbor, the Corporation notes that a
variety of factors could cause the Corporation’s actual results and
experience to differ materially from the anticipated results or
other expectations expressed in the Corporation’s forward-looking
statements.

The risks and uncertainties that may affect the operations,
performance, development and results of the Corporation’s busi-
ness, include the following: changes in property and casualty
reserves; catastrophe losses; premium and investment growth;
product pricing environment; availability of credit; changes in
government regulation; performance of financial markets; fluctua-
tions in interest rates; availability and pricing of reinsurance;
litigation and administrative proceedings; acts of war and terrorist
activities; rating agency actions; ability of Ohio Casualty to retain
the business acquired from the Great American Insurance
Company; ability to achieve targeted expense savings; ability to
refinance indebtedness; ability to achieve premium targets and
profitability goals; and general economic and market conditions.

OHIO CASUALTY CORPORATION




Comnsolidated
Balance Sheet

December 31
(In thousands, except per share duta)

Assets

Investments:
Fixed maturities:

2001

2000

1999

Available-for-sale, at fair value $ 2,772,104 § 2,513,654 $2376973
(Cost: $2,729,998; $2,470,375; $2,408,201)
Equity securities, at fair value 488,988 754,919 698,129
(Cost: $110,206; $168,779; $161,498)
Short-term investments, at fair value 54,785 59,679 104,398
(Cost: $54,785; $59,679; $104,446)
Total investments 3,315,877 3,328,252 3,179,500
Cash 37,499 30,365 45,559
Premiums and other receivables, net of allowance for bad
debts of $8,400, $10,700, and $9,338, respectively 341,986 357,108 366,202
Deferred policy acquisition costs 166,759 175,071 177,745
Property and equipment, net of accumulated depreciation
of $133,213, $122,040, and $113,541, respectively 99,810 91,259 94,670
Reinsurance recoverable 237,688 148,633 139,021
Agent relationships, net of accumulated amortization
of $36,310, $25,013, and $13,298, respectively 241,022 263,379 293,565
Interest and dividends due or accrued 43,319 38,227 38,022
Other assets 40,659 57,071 142,160
Total assets $ 4,524,619 § 4,489,365 S 4476444
Liabilities
Insurance reserves:
Losses $ 1,746,828 § 1,627,568 $ 1,544,967
Loss adjustment expenses 403,894 375,951 363,488
Unearned premiums 666,739 696,513 725,399
Notes payable 216,173 220,798 241,446
California Proposition 103 reserve 7,816 17,500 50,486
Deferred income taxes 3,124 65,613 62,843
Other liabilities 406,083 368,831 336,828
Toral liabilities (See Notes 1 and 9) 3,444,587 3,372,774 3,325,457
Shareholders’ Equity
Common stock, $.125 par value
Authorized: 150,000 shares; Issued: 94,418 shares i 3,802 ”,802 ”,802
Preferred stock, No par value
Authorized: 2,000 shares; Issued: 0 shares - - -
Additional paid-in capital 4,152 4,180 4,286
Common stock purchase warrants 21,138 21,138 21,138
Accumulated other comprehensive income 274,359 409,904 329,354
Retained earnings 1,221,447 1,122,867 1,237,562
Treasury stock, at cost:
(Shares: 34,312; 34,346; 34,335) {452,866} {453,300) (453,155)
Total shareholders’ equity 1,080,032 1,116,501 1,150,987
Total liabilities and shareholders' equity $ 4,524,619 $ 4,489,365 § 4,476,444

See Notes to Consoliduted Financiol Statements.
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Statement of
Consolidated Ij@@@ﬁl@

Year ended December 31

(In thousands, except per shure duta)

2001

2000

1999

Premiums and finance charges earned $ 1,506,678 $ 1,533,998 § 1,554,966
Investment income less expenses 212,385 205,062 184,287
Investment gains {losses) realized, net 182,940 (2,391) 160,827

Total revenues 1,902,003 1,736,669 1,900,080
Losses and benefits for policyholders 1,001,590 1,116,271 1,008,668
Loss adjustment expenses 202,444 177,894 166,986
General operating expenses 111,833 136,898 151,088
Amortization of agent relationships 11,297 11,715 12,267
Write-off of agent relationships 10,966 45971 -
Early retirement charge 6,016 - -
New Jersey renewal obligation transfer fee 40,600 - -
Amortization of deferred policy acquisition costs 375,650 394,515 401,993
Depreciation expense 10,220 12,308 15,600
Amortization of software 4,999 3,785 4,146
California Proposition 103 reserve, including interest - (32,986) 2,443

Total expenses 1,775,615 1,866,371 1,763,191
Income (loss) from continuing operations before income taxes 126,388 (129,702) 136,889
Income tax (benefit) expense:

Current 17311 (9,850) 11,067
Deferred 10,497 (40,603) 19,886

Total income tax (benefit) expense 27,808 {50,453) 30,953
Income (loss) before discontinued operations

and cumulative effect of accounting change 98,580 {79,249) 105,936
Income from discontinued operations, net of

taxes of $78 (See Note 21) - - 4,270
Gain on sale of discontinued operations, net of taxes

of $235 (See Note 21) - - 6,190
Cumulative effect of accounting change, net of taxes - - (2,255)

Net income (loss) S 98,580 S (79,249) § 1144
Average shares outstanding - basic* 60,076 60,075 61,126
Average shares outstanding - diluted® 60,209 60,075 61,139
Earnings per share (basic and diluted):*
Income (loss) from continuing operations, per share S 1.64 § (1.32) § 173
Income from discontinued operations, per share - - 0.07
Gain on sale of discontinued operations, per share - - 0n
Effect of change in accounting principle (net of taxes) - - {0.04)

Net income (loss), per share ] 1.64 § {1.32} § 1.87

*Adjusted for 2 for 1 stock dividend effective fuly 22, 1999. (See Note 23) See Notes to Consolidated Financial Statements.
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[EIN

(In thousands, Common A;ci?ig?i]:‘,m sfof‘fr;ﬂ:hnuse Accccynr?:rl:l:eeis?z:er Retained Treasury shur-er?ltoallders’
except per share duta) stock capital warrants income garnings stock equity
Balance,
January 1, 1999 § 5900 § 4135 § 21138 § 511816 § 1185349 | S (407358) | 1,320,981
Net income 114,141 11414
Net change in unrealized gain, net of

deferred income tax of $(98,249) (182,462) (182,462)
Comprehensive loss {68,321)
Net issuance of treasury stock under stock

option plan (24 shares) 151 290 441
Repurchase of treasury stock (2,478 shares) (46,087) {46,087)
Cash dividends paid ($.92 per share}* (56,027) {56,027)
Stock dividend (47,209 shares) 5,901 (5,901) -
Balance,
December 31, 1999 § 11,802 § 4286 S 21,138 § 329354 § 1237562 | § (453,055) 1§ 1,150,987
Net loss (79,249} {79,249)
Net change in unrealized gain, net of

deferred income tax of $43,374 80,550 80,550
Comprehensive income 1,301
Net forfeiture of treasury stock under stock

award plan (11 shares) (106) (145) (251)
Cash dividends paid ($.59 per share) (35,446} (35,446)
Balance,
December 31, 2000 § 1,802 § 4180 § 21,138 § 409,904 § 1122867 | S (453300) | S 111659
Net income 98,580 98,580
Net change in unrealized gain, net of

deferred income tax of $(72,986) (135,545) {135,545)
Comprehensive loss {36,965)
Net issuance of treasury stock under stock

award plan (34 shares) (28) 434 406
Balance,
December 31, 2001 § 1,802 § 4152 § 21,138 § 274359 § 120447 | § (452,866) | S 1,080,032

*Adjusted for 2 for 1 stock dividend effective July 22, 1999 (See Note 23). See Notes to Consolidated Financial Statements.
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Statement of
Consolidated C@Sh FH@W

Year ended December 31
{In thousands)

CASH FLOWS FROM:

Operations

2001

2000

Net income (loss) 98,580 S (79,249) 114,141
Adjustments to reconcile net income to cash from operations:
Changes in:
Insurance reserves 117,429 66,178 {17,153)
Income taxes 31,951 (36,193) {5,510
Premiums and other receivables 15122 9,094 (64,259)
Deferred policy acquisition costs 8312 2,674 (1,139)
Reinsurance recoverable (89,055) (9,612) 15100
Other assets 2,967 80,105 {16,930)
Other liabilities 45,136 24,048 (38,808)
California Proposition 103 reserves (9,684) (32,986) 2,443
Amortization and write-off of agent relationships 22,357 57,686 12,267
Depreciation and amortization 9,978 15,510 28,769
Investment (gains) losses (182,940 2,391 {162,698)
Gain on sale of discontinued operations (See Nate 21) - - (6,190)
Cumulative effect of an accounting change - - 2,255
Net cash generated (used) from operating activities 70,153 99,646 (137,709)
Investing
Purchase of securities:
Fixed income securities - available-for-sale {1,571,538) (1,131,406) (1,572,645)
Equity securities {55,446) (80,375) (26,696)
Proceeds from sales:
Fixed income securities - available-for-sale 1,215,596 990,390 1,287,982
Equity securities 298,659 54,817 302,355
Proceeds from maturities and calls:
Fixed income securities - available-for-sale 77,542 57,930 133,269
Equity securities - 10,200 3,000
Property and equipment:
Purchases (22,940) 9,51 (31,425)
Sales 764 4,423 1,270
Cash proceeds from sale of discontinued operations (See Note 21) - - 11,01
Net cash generated (used) from investing activities (57,363) (103,532) 108,121
Financng
Notes payable:
Borrowings - - 16,500
Repayments {10,625) (20,648) (40,054)
Proceeds from exercise of stock options 75 67 m
Purchase of treasury stock - - (46,087)
Dividends paid to shareholders - (35,446) (56,027)
Net cash used from financing activities {10,550) (56,027) (125,457)
Net change in cash and cash equivalents 2,240 (59.913) (155,045)
Cash and cash equivalents, beginning of year 90,044 149,957 305,002
Cash and cash equivalents, end of year 92,284 S 90,044 S 149,957
Additional disclosures:
Interest and related fees paid 14,271 S 15953 S 13,790
Income taxes paid (refunded) (1,549) {14,248) 34,824

See Notes fo Consolidated Financial Stotements.
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Notes to Consolidated

imancizl Statements

All dollar amounts in thousands, except share dota, unless otherwise stated.
NOTE 1 — Accounting Policies

A. Naiure of Business

Ohio Cosualty Corporation is the holding compeny of The Ohio Casualty Insurance Company,
which is one of six property-casualty companies thot make up Ohio Casualty Group, whose
primary products consist of insurance for personal auto, commercial property, homeowners,
commercial auto, workers' compensation and other miscellaneous lines. The Group operates
through the independent agency system in over 40 stafes. Of net premiums written in 2001,
approximately 17.4% was generated in the state of New Jersey, 9.8% in Ohio and 7.9% in
Kentucky.

B. Prinipes of Consolidation

The consolidated financial statements hove heen prepared on the basis of accounting principles
generally accepted in the United States and include the accounts of Ohio Casualty Corporation
and its subsidiaries (The Ohio Casuclty Insurance Company, West Americon Insurance
Company, Ohio Security Insurance Company, American Fire and Casualty Company, Avomark
Insurance Company, and Ohio Casualty of New Jersey, Inc.). Certain reclassifications have been
made fo prior yeors to conform to the current year’s presentation. All significant inter-company
fransactions have been efiminated.

C. Invesimanis
Investment securities are classified upon acquisition info one of the following categories:

(1) held to moturity securifies

(2) trading securities

{3) ovaitable-for-sale securities

Currently, all of the Corporation’s investments are held as availeble-for-sale securities.
Available-for-sale securities are those securities that would be available to be sold in the future
in response to liquidity needs, changes in market inferest rates and assef-libility management
strategies, among others. Available-for-sale securities are reported of fair value, with unreal-
ized gains and losses excluded from eamings and reported as a separate component of
shareholders’ equity, net of deferred tax. Equity securities are carried at quoted market values
and indude nonredeemable preferred stocks and comman stacks. Fair values of fixed maturi-
ties and equity securities are determined on the basis of dealer or market quotations or
comparable securities on which quotations are available. The Corporation regularly evaluates
all of its investments based on current economic conditians, credit foss experience and other
specific developments. If there is o decling in a security’s net realizable value that is other than
temporary, it is treated os a realized loss and the cost basis of the security is reduced o its
astimated fair value.

Short-term investments include commercial paper and notes with original maturities of 90
days or less and are stated at fair volue.

Realized gains or losses on disposition of investments are determined on the basis of
specific cost of investments,

D. Premiums

Property and casualty insurance premiums are eamed principally on @ monthly pro rato basis
over the term of the policy; the premiums applicable to the unexpired terms of the policies are
included in uneared premium reserve. Premiums receivable represents amounts due on insur-
ance policies. The premiums recsivable balance is presented net of allowances determined by
manacgement.

E. Deferred Policy Acguisition Costs

Acquisition costs incurred at policy issuance net of applicable ceding commissions are deferred
and amortized over the term of the policy. Acquisition costs deferred consist of commissions,
brokerage fees, salaries and benefits, and other underwriting expenses to include allocations
for inspections, taxes, rent and other expenses which vary directly with the acquisition of insur-
ance contracts. Periodically, an analysis of the deferred policy acquisition costs is performed in
relation to the expected recognifion of revenues including investment income o defermine if
any deficiency exists. No deficiencies have been indicated in the periods presented.

E Property and Equipment

Property and equipment are caried at cost less accumulated depreciation. Depreciation is
computed principally on the straight-line method over the estimated fives of the assefs. The
Corporation capitalizes costs incurred fo internally develop certain softwore assefs used in the
Corporation’s operations. The Corporation amaortizes these costs on a straight-line basis over
the estimated useful life of the osset when ploced info service. Capitalized software costs are
evaluated periodically as events or circumstances indicate a possible inability to recover their
carrying amounts. Such evaluation is based on various analyses, including cash flow and prof-
itability projections that incorporate, as applicable, the impact on existing company businesses.
Unamartized software costs and accumulated amortization in the consolidated balance sheet
were 541,410 and $1,035 ot December 31, 2001, and 528,764 and $552 of December 31,
2000, respectively.

G. Ageni Relationships

The Corporation recorded an asset (agent relationships) for the excess of cost over the fair
value of et assets acquired. Agent relationships are amortized on a straight-line basis over a
twenty-five yeor period. Agent relationships ore evaluated periodically as events or dircum-
stances, such as cancellation of agents, indicate @ possible inability to recover their carrying
amount. Such svaluction is bosed on various analyses, including cash flow and profifability
projections that incorporate, as applicable, the impact on existing company businesses. The
analyses necessarily involve significant management judgments to evaluate the capacity of an
acquired business fo perform within projections. If future undiscounted cash flows are insuffi-
cient fo recover the carrying omount of the asset, an impairment loss will be recognized (See
Note 15).

H. Loss Reserves

The reserves for unpaid losses and loss adjustment expenses are based on estimates of ulti-
mate claim costs, including cloims incurred but not reported, salvage and subrogation and
inflation without discounting. The methods of making such estimates are continually reviewed
and updated, and any resulting adjustments are reflected in earnings currently. The amounts
are necessarily based on estimates of future rates of inflation and other factors, and oecord-
ingly there can be no assurance that the ultimate liability will not vary from such estimates.

l. Reinsurance

In the norma course of business, the Group seeks to diversify risk and reduce the loss that may
arise from catastrophes or other events that causs unfovorable underwrifing results by reinsur-
ing certain levels of risk in various arecs of exposure with other insurance enterprises or
reinsurers. To the extent that any reinsuring companies ore unable fo meet obligations under
the agreements covering the reinsurance ceded, the Group would remain liable. Amounts
recoverable from reinsurers are estimated in @ manner consistent with the reinsured contract.
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J. lncome Taxes
The Corporation files consolidoted federal income ox retums.

The Corporation records deferred tox assets und liabilities bosed on temporary differences
betwsen the financial statement and tax bases of assets and liabilities using enacted tax rates
in effect in the year in which the differences are expected fo reverse.

K. Stock Cpiions

The Corporation accounts for stack options issued to employess in accordance with Accounting
Principles Board Opinion (APB) No. 25, “Accounting for Stock Issued fo Employees”. Under
APB 25, the Corporation recognizes expense based on the intrinsic value of options.

L. Insurance Assessmenis

The Group acarues a liability for insurance related assessments in accordance with Statement
of Position 97-3 “Accounting by Insurance and Other Enterprises for Insurance-Related
Assessments”. As of December 31, 2001, 2000, and 1999 the liability for these assessments
was 56,582, $4,278, and 54,808, respectively. In 1999, the Corporation recorded the
liability as o change in accounting method.

M. Earnings Per Share

Eamings per share of common stock is presented using basic and diluted earnings per share.
Basic earnings per share is calculated using the waighted average number of common stock
shares outstanding during the period. Diluted earnings per share include the effect of the
assurned exercise of dilufive common stock aptions.

N. Staiement of Cash Flows

Short-ferm investmants are comprised of highly liquid investments that are readily convertible
into known amounts of cash. Such investmants have maturities of 90 days or less from the
date of purchase. Short-term investments are deemed fo be cash equivalents.

0. Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that
offect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the dute of financial statements, and the reported amounts of revenues and
expenses during the reporting period. Actul results could differ from those estimates.

The insurance industry is subject to heavy regulation that differs by state. A dramatic
change in regulation in a given state may have a material adverse impact on the Corporation.

NOTE 2 — Investments

Investment income is summarized as follows:

The gross realized gains and gross realized losses from sales of available-for-sale securities
were 05 follows:

Gross Gross Net

Realized Realized Realized

December 31 Gains {Losses) Gains (Losses)
2001 $202,758 §(19,818) $182,940

2000 18,728 21,119 (2,39)

1999 169,301 (8,474) 160,827

The increase in realized gains in 2007 was dus fo the partial reallocation of the
Corporation’s equity portfolio to fixed income holdings. Significant appreciation in the equity
holdings sold as part of the reallocation, contributed to the realized gains in 2001,

The increase in realized gains in 1999 was due fo a strategic asser reallocation involving
the sale of approximately $200,000 in equity securities resulting in $145,000 of realized
gains.

Changes in unrealized gains {losses) on investment in securities ore summarized as follows:

2001 2000 1999
Unrealized gains (losses):
Securities 5(208,531) §123,924 5(260,711)
Deferred tox 72,986 (43,374) 98,249
Net unrealized gains (losses) §{135,545) S 80,550 5(182,462)

The amortized cost and estimated market values of investments in debt and equity securi-
ties are as follows:

Gross Gross  Estimated
Amortized Unrealized  Unrealized Fair
2001 Cost Gains Losses Volue
Securities availoble-for-sale:
U.S. Government S 27775 § 161 § {5) § 29381
States,
municipalities
and polifical
subdivisions 30,057 1,271 - 31,328
Corporate securities 1,577,939 47,945 (22,325) 1,603,559
Mortgage-backed
securifies:
U.S. Government
Agency 56,307 243 {488) 56,062
Other 1,037,920 26,649 {12,795) 1,051,774
Total fixed maturities 2,729,998 77719 (35,613} 2,772,104
Equity securifies 110,206 381,580 (2,798) 488,988
Short-tarm investments 54,785 - - 54,785
Total securities,
available-for-sale $2894989  $459299  §(38.411) $3.315877

2001 2000 1999

Investment income from:
Fixed maturities $208,042 §199,474 §177.018
Equity securities 10,676 11,234 12,961
Short-term securities 3188 5,352 5,942
Total investment income 221,906 216,060 195,921
Investment expenses 9,521 10,998 11,634
Net investment income $212,385 §205,062 §184,287

OHIO CASUALTY CORPORATION




Notes ‘0 Consolidated

ancial Statements

Gross Gross  Estimated
Amortized  Unrealized  Unrealized Fair
2000 Cost Gains Losses Value
Securities available-for-sale:
U.S. Government § 54290 S 1530 S (212) S 55608
States,
municipalitias
and political
subdivisions 78,049 1,322 (128) 79,243
{orporate securities 1,233,418 40427  (18994) 1,254,851
Mortgage-backed
securifies:
U.S. Government
Agengy 25,764 199 (136) 25,827
Other 1,078,854 26,388 (7.117) 1,098,125
Total fixed maturities 2,470,375 69,866  (26,587) 2,513,654
Equity securities 168,779 598,840  (12,700) 754,919
Short-term investments 59679 - - 59679
Total securities,
available-for-sale §2,698833  5668,706  5(39,267) $3,328,252
Gross Gross  Estimated
Amorfized  Unrealized  Unreolized Fair
1999 Cost Gains Losses Value
Securities available-for-sale:
U.S. Government S 65214 S 1000 S (1,108) S 65107
States,
municipalities
and polifical
subdivisions 456,959 9724 (5,256) 461,427
Corporate securities 1,082,975 17,344 (34,196} 1,066,123
Mortgage-backed
securities:
U.S. Government
Agency 47 865 30 (1,438) 46,457
Other 755,188 5093 (12422 737,859
Total fixed maturities 2,408,201 33192 (64,420 2,376,973
Equity securities 161498 543,718 (7,087) 698,129
Short-term investments 104,446 29 (77) 104,398
Total securities,
available-for-sale $2,674145  S576,939 (71,584} 53,179,500

The Group is required to hold investments on deposit with regulatory authorities in various
states. As of December 31, 2001, 2000 and 1999, these investments had a fair value of

$55,222, 550,863, and 543,801, respectively.

The amortized cost and estimated fair value of debt securities af December 31, 2001,
by contractual maturity are shown below. Expected maturities will differ from contractual

maturifies because borrowers may have the right to call or prepay obligations with or without

aall or prepayment penalties.

Amortized Estimated

Cost Fair Value

Due in one year or less S 1,044 S 11,322

Due after one year through five years 297,429 306,584

Due after five years through ten years 861,646 880,050

Due after ten years 465,552 466,317
Mortgage-backed securities:

U.S. Government Agency 56,307 56,062

Other 1,037,920 1,051,774

Total fixed maturities 52,729,998 §2.772.104

Certain securities were determined fo have other thon temporary declings in book value ond
were written down through realized investment losses. The before-tax realized gain {loss) was
impacted by the wiite-down of securities for other than femporary dedines in market value by

§11,951, 516,720, and 58,195 in 2001, 2000 and 1999, respecively.

Gross gains of $39,821, $14,179 and $13,677 and gross losses of $35,160, $35,858,
and 537,126 were realized on the maturities and sales of debt securities in 2001, 2000 and

1999, respectively.

NQOTE 3 — Fair Value of F

Ninancial Imstrumensts

The following table presents the carrying amounts and fair values of the Corporation’s financial

instruments:
Carrying Fair
2001 Amount Value
Assets
Cash and short-term investments § 92284 § 92284
Securities available-for-sale 3,261,092 3,261,092
Liabilities
Notes payable S 210,173 S 10,173
Carrying Fair
2000 Amount Value
Assets
Cash ond short-term invesiments S 90,044 S 90,044
Securities available-for-sale 3,268,573 3,268,573
Liabilities
Notes payable S 220,798 S 220,798
(anrying Fair
1999 Amount Value
Assets
Cash and short-term investments $ 149,957 S 149,957
Securities available-for-sale 3,075,102 3,075,102
Liabilitigs
Notes payable § 241,446 § 241,446
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The Corporation believes that the fair value of notes payable is approximately equal 1o ifs
carrying value due to the market-bosed variable interest rates associated with the debt.

NOTE 6 — Employee Benefits

The Carporation has a non-contributory defined benfit retirement plan, o contributory health

core, life and disability insurance plan and o savings plan covering substantially alf employees.

NOTE 4 — Deferred Policy Acgquisition Costs Beneit expenses o cs follows,
Changes in deferred policy acquisition costs are summarized os follows: P ' 2001 2000 1999
2001 2000 1955 Employes benefit costs:

Deferred, January | 175,071 S177,745 §176,606 Penson plon $ (3,826) S (2816) S 1858

Additions: ' ’ '

9 ]

Commissions ond brokerage 237,435 249,940 250,390 Ef:';: d(f;;ubmw . '5'%3 ]6';]1? 6;22

Salaries and employee benefits 57,559 61,067 70,823 Sovings lon 2867 2787 2948

Othe 72,344 50,854 80,826 Tota| 515,383 517,430 §21,729

Deferral of expense 367,338 391,841 402,039

Amoriization fo expense . . . ‘

Disconfnued oerafons _ B (1,099) The pension benefit is determined as follows.zom - -

Confining operafions 375,650 39415 401,959 Service cost eamned during the year § 6334 S 6,556 S 8,545
Deferred, December 31 $166,759 §175,071 177,745 ettt on proeced

: : - benefit abligation 17,359 17,167 15,729

NQTE.‘S - I@cmme 8% Expected return on plan assefs (24,010) (23,348) (19,598)
The effective incoma tax rate is less than the statutory carporate tax rate of 35% for 2001, . .

. Amortization of unrecognized

2000 and 1999 for the following reasans: ot ascet (2,946) (2,946) (3,017)

2001 2000 1999 Amortization of accumulated gains (762) (444) -

Tox at statutory rate $44,236 §(45,396) 545,626 Aerortzafon of nicogrized

Tox exempt interest {875) {5,578) (12,543) o senie os 199 199 199

Dividends received deduction (DRD) (2,677) {1,399 (3,483) : .

Proration of DRD and tax exempt interest 275 1,02 2124 Net pension (benef) ot S (38%6) > (816) 5 1858

LO.SS on diposion ofsubsidoy sock —(16,100) " . Changes in the bensfit obligation during the year.

Miscellaneous 2949 908 (771 2001 2000 1999
Aduol for expens (benef) 327,808 £(50.453) 30953 Benefit obligation at beginning of year ~ $224,556 $229,094 §239,293
The lass on disposition of subsidiary stock in 2001 was a non-recurring tox benefit related \Serwce (st ‘g’ggg 1??2? 1233;

to the sale of o minority interest in stock of the Ohio Cosualty of New Jersey, Inc. subsidiary. Ameres.T lccl)s'i . 6,352 ]2’] 2% 24’]4]
Tax years 1993 through 1995 and 1997 through 1999 are being examined by the Infernal BCTUCI;IG 05; (goin) ] ’020 (16/085) (14,956)

Revenue Service. Management believes there will not be a significant impact on the financial cene.;ts par ( 3'032) (16,085) ( 1’]]5)

position or results of operations of the Corporation as a result of this audit, Sur’rql ||nents. o benef ! B 3’5 0
The components of the net deferred tax liability were as follows: Pe"f‘? tet)r|m|nqtron enj ”: 7 613 Sl _ 7 9/ w0

2001 2000 1999 Benefit obligation af end of year 5247, 556 ,

Unearned premium proration S 34,260 § 36,640 § 38,574 Changes i ension i duting the vear

Accrued expenses 39,228 42515 34578 anges in pension pion Gssels dunng eyezaﬂd] 2000 1999

NOL and AMT carryforward 9,612 23,250 - T t

Postretirement benefit 33,873 32,905 31,766 TOITVOWE O pION OSSES

i ’ ot beginning of year 73469 SIS S25020
| Actual return on plan gssets (1,319) 11,850 40,279
0SS BXPBNSe reserves 85,579 80,647 69,955 Benets i (15.031) (15.969) (14915)

Total deferred tox assefs 202,552 215,957 174,873 Fe‘ne ' IS pmf | n 4 : ‘

Deferred palicy acquisition costs {58,366) (61,275) {60,811 G value OF plam 0ssets

Unrealized gains on investments {147,310) (220,295) (176,905) at end of year S257.119 3273469 327,588

Total deferred tax liabilities (205,676) (281,570) (237 716)

Net deferred tux liability S (3,124) 5 (65,613) § (62,843)
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Pension plan funding at December 31:

Postretirement benefit weighted average rate assumptions at October 1:

2001 2000 1999 2001 2000 1999
Funded status $9,506 $48,913 §48,495 Medical trend rate 8% 8% 8%
Unrecognized net gain 3,284 37,558 37,323 Dental frend rate 5% 5% 50
Unrecognized net assets 1735 5,892 8,837 Ukimate health care trend rate 5% 5% 5%
Unrecognized prior service cost {1,672) (1,896) (2,093)  Discount rafe 7.50% 8.00% 7.75%
Accrued pension asset $6,159 § 7,359 5 4,428
Expected long-term refurn on plon ossefs — 8.50% 9.00% 8.75% The above medical trend rates assumed for 2001, 2000 and 1999 were assumed to
Discount rate on plan benefit obligations ~ 7.50% 8.00% 1.75% decrease 5% per year to the ultimate rate of 5% in 6 years. The postretirement plan meas-
Expected future rate of salary increases — 5.25% 5.25% 5.25% urement date is October 1 for 2001, 2000 and 1999,

Pension benefits are based on service years and average compensation using the five
highest consecutive years of eamings in the last decade of employment. The pension plan
measurement dote is October 1, 2001, 2000 and 1999. Plan assets at December 31, 2001
include $27,142 of the Corporation’s common stock of market value compared fo 518,066
and $27,057 at December 31, 2000 and 1999, respectively. Plan assets also include invest-
ments in mutual funds, common stock, corporate bonds, commony/collctive frusts, separate
accounts, U.S. government securities, and other investments.

The Corporation’s postretirement benefit cost ot December 31:

2001 2000 1999
Senvice cost 51,946 $2,333 § 314
Inferest cost 6,703 6,563 6,448
Amortization of unrecognized
prior service costs 215 240 535
Net periodic postretirement
benefit cost 8,864 59,136 510,124
Changes in the postretirement benefit obligation during the year;
2001 2000 1999
Benefit obligation af
heginning of year 86,973 92,239 598,347
Service cost 1,946 2,333 3,141
Interest cost 6,703 6,563 6,448
Plan participants” contributions (5,361) (5719) (4,652)
Increase due fo actuarial foss (gain),
change in discount rafe,
or other assumptions {5,01) (8,443) {11,045)
Benefit obligation ot end of year 685,160 $86,973 $92,239
Accrued postretirement benefit liability af December 31:
2001 2000 1999
Accumulated postretirement
benefit obligation 485,160 $86,973 §92,239
Unrecognized net gain 9116 8,847 4,404
Unrecognized prior service cost (benefit) 2,505 (1,806) (5,862)
Accrued postretirement benefit liability 996,781 594,014 590,761

Inreasing the assumad health care cost frend by one percentage point in each year would
increase the accumulated postretirement benefit obligation as of December 31, 2001 by
approximately $11,071 and increase the postrefirement benefit cost for 2001 by $1,418.
Likewise, decreasing the assumed health care cost trend by one percentage point in each yeor
would decrease the accumulated postretirement henefit obligation as of December 31, 2001
by approximately $9,368 and decrease the postretirement benefit cost for 2001 by $1,152.

The Corporation’s health care plan is o predominately managed care plan. Refired employ-
egs confinue to be eligible o participate in the health care and life insurance plans. Employee
contributions to the health care plan have been estoblished as a flat dollar amount with peri-
odic adjustments as determined by the Corporation. The health care plan is unfunded. Benefit
costs are acarued bosed on actuarial projections of future payments. There are currently 3,049
acfive employees and 7,565 refired employees covered by these plans.

Employees may contribute ¢ percentage of their compensation to a savings plan. A porfion
of employes contributions is matched by the Corporation and invested in Corporation stack
purchased on the open market by trustees of the plan.

NOTE 7 - Stock Options and Warrants
The Corporation is authorized under provisions of the 1993 and 1999 Stock Incentive
Programs to grant options to purchase 2,587,000 and 1,500,000 shares, respectively, of the
Corporation’s common stack to key executive employess, directors and other full time employ-
ees ot @ price nof less than the fair market value of the shares on dates the options are
granfed. The options granted under the 1993 program may be either “Incentive Stock
Options” or “Nongualified Stock Options” as defined by the Internal Revenue Code; the differ-
ence in the option plans affects reatment of the options for income tax purposes by the
individua! employee and the Corporation. The options granted under the 1999 program are
“Nonqualified Stock Options”. The options under both plans are non-transferable and exercis-
able at any time ofter the vesting requirements are met. Option expiration dates are ten years
from the grant date. Options vest under the 1993 plan ot either 50% per year for two consec-
utive years, or at 33% per year for threg consecutive years. Options vest under the 1999 plan
at 50% per year for twa consecutive vears from the date of the grant. The options also have
accelerated vesting periods for participant refirement, death, or disubility, subject to a holding
period of 6 months for the 1993 program and 12 months for the 1999 program. As of
December 31, 2001, there are 497,116 and 361,525 remaining options available to be
gronted for the 1993 und 1999 Stock Incentive Programs, respectively.

In addition, the 1993 Stack Incentive Program provides for the grant of Stock Appreciation
Rights. Stock Appreciation Rights provide the racipient with the right to receive payment in
cash or stock equal to appreciation in value of the optioned stock from the date of grant in lieu
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of exercise of the stock options held. At December 31, 2001, there were no oufstanding stock
appreciation rights.

in 2000 and 2001, the Corporation granted stock aptions to purchase 570,000 and
600,000 shares, respectivaly, of the Corporation’s common stock o key executive employess
and directors. The options were granted as either “Incentive Stock Options” or “Nongualified
Stock Options” in accordance with Market Place Rules ovailable under NASDAQ Stock Market
regulotions. Option expiration dates are ten years from the grant dote. The stock options
granted vest ot either 50% per year for two consecutive years, or af 33% per yeor for three
consecutive years.

Restricted stock awards ore occasionally granted by the Corporation. The common shares
covered by o restriced stock award may be sold or otherwise disposed of only after a minimum
of three years from the grant date of the award. The difference betwesn issve price and the fair
market value on the date of issuance is recorded as compensation expense. The amount of
compensation expense (benefit) racognized reloted to restricted stock awards was $(15) in
2001, $(319) in 2000 and 5231 in 1999 before tox, respectively. The benefits in 2001 and
2000 related to employes forfeitures. Currently there are 3,800 shares of restricted stock
outstanding.

The Corporation also issugs, at its discretion, dividend payment rights in connection with the
grant of stock options. These rights entitle the holder o receive, for each dividend payment
right, an amount in cash equal fo the aggregute amount of dividends that the Corporation has
paid on each common share from the date on which such right becomes effective through the
payout date. One third of these rights becomes vested or each anaiversary after the grant.
Payment is made when the rights are fully vested by the rightholder. The Corporation recog-
nizes compensation expense accordingly. The omount of compensation expense (hensfit)
related to dividend payment rights recognized in 2001 was S(26) with ${335) in 2000 and
$52in 1999 before tax. The benefit in 2000 related to employee forfeitures. As of December
31, 2001, 258,000 dividend payment rights were outstanding.

The following table summarizes information about the stock-based compensation plan as of

The following table summarizes the status of stack options outstanding and exercisable ot
December 31, 2001:

Stock Options Outstanding Stock Options Exercisable
Weighted -
Mg Weighted - Weighted -
Range of Remaining  Avg fvg
Exercise Shares  Contractual  Exercise Shares Exercise
Prices Per Share (000)  Lfe(Ys)  Price {000} Price
$8.60 - $8.60 18 931 S840 18 S 840
$8.99 - $8.99 669 9.42 8.99 12 8.99
$9.07 - $9.75 44 8.98 970 139 9.72
S11.20 - $11.46 210 9.71 .21 - -
§12.38-512.38 1,693 8.16 12.38 881 12.38
§13.12- 51438 565 941 14.03 89 13.18
$14.88 - $20.34 440 611 19.19 357 18.92
$20.69 - 521.13 94 517 2074 94 20.74
§23.47 -$23.47 82 6.13 2347 82 23.47
§23.63 - $23.63 18 640 23.63 18 23.63
68.60 - $23.63 4,230 837 S1287 1,690 §14.64

The Corporation continues to elect APB 25 for recognition of stock-based compensation
expense. Under APB 25, expense is recognized based on the intrinsic value of the options.
However, under the provision of FAS 123 the Corporation is required fo estimate on the date of
grant the fair value of each option using an option-pricing model. Accordingly, the Black-
Scholes option pricing model is used with the following weighted-average assumptions:
dividend yield of 1.8% for 2001, 4.5% for 2000 and 4.5% for 1999, expected volatility of
53.01% for 2001, 31.1% for 2000 and 28.5% for 1999, risk free interest rate of 5.10% for
2001, 5.87% for 2000 and 5.25% for 1999, und expected Iife of eight years. Had the
Corporation adopted FAS 123, the amount of compensation expense that would have been

December 31, 2001, 2000 and 1999, and changes that occurred during the year:

2001 2000 1999*
Weighted- Weighted- Weighted-
Avg Avg Avg
Shares  Exercise  Shares Exercise Shares  Exercise
{000) Price (000) Price (000) Price
Quistanding
boginning of yeor 3,212 §13.9] 1,324 52028 759 520.26
Granted 1,352 10.96 2,679 12.05 723 2031
Exercised (34) 1227 - (16 1750
Forfeited (300) 15.56 {791) 18.25 (142) 2067
Qutstanding end
of yeor 4230 $1287 3212 S13¢ 1,324 52028
Options exercisable T T
ot year end 1,690 $14.64 590 §19.28 527 51938
Avg Remaining
Contractual Life 8.37 yrs 8.73 yis 7.97 yis
Weighted-Avg fair
value of aptions
gianted during the
year §5.73 $3.15 $4.70

*Adjusted for July 22, 1999 2 for 1 stock dividend (See Note 23).

recognized in 2001, 2000 and 1999 was 85,795, $4,367 and $1,831, respectively. The
Corporation’s nef income and earnings per share would hove been reduced to the pro forma
amounts disclosed below:

2001 2000 1999
Net income (loss)  As Reported: 598,580 §(79,249) S114,141
Pro Forma: $94,402 §(82,457) S112,491

Basic and diluted sarmings per share
As Reported: §1.64 §(1.32) §1.87
Pro Forma: 1.57 $(1.37) §1.84

In connection with the 1998 acquisition of substantially all of the Commercial Lines
Division of Great American Insurance Companies (GAI), an insurance subsidiary of the
American Financial Group, Inc. (AFG), the Corporation issued warrants to AFG to purchase 6
million shores of Ohio Casualty Corporation common stock. The warrants provide for the
purchase of the Corporation’s common stock at $22.505 per share and expire in December
2003. The warrants may be settled through physical or net share settlement and thus have
been recorded as equity in the financial statements at their estimated fair value. Estimated fair
value was determined based on o third party appraisal of the warrants.
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NCOTE 8 — Relnsurance

I the normal course of business, the Group seeks to reduce the loss that may arise from catos-
trophes, including severe weather and terrorist activities, or other events that cause unfovorable
underwriting results by reinsuring cerfain levels of risk with other insurers or reinsurers. In the
event that such reinsuring companies might be unable af some future date to meet their obl-
qations under the reinsurance agreements in force, the Group would continue to have primary
liability to policyholders for losses incurred. The Group evaluates the financial condition of its
reinsurers and monitors concentrations of credit risk to minimize its exposure to significant
losses from reinsurer insolvencies. The following amounts are reflected in the financial state-
ments as a result of reinsurance ceded:

2001 2000 1999
Ceded premiums written, presented net ~ $ 93,984 §121,682 596,610
Ceded premiums earned, presented net 89,664 122,923 72,297
Ceded fosses incurred, presented net 107,544 38,751 19,346
Reserve for unearned premiums 39,681 35,361 36,603
Reserve for losses 15,1 83,897 75,882
Reserve for loss adjustment expenses 17,626 12,291 9770
Reinsurance recoveries 34,186 25,935 22,875

NOTE 9 — Otzer Contingencles & Commitments
Annuities are purchased from other insurers to pay certain cloim setflements. These payments
are made directly to the dlaimants; should such insurers be unable fo meet their obfigations
under the annuity contracts, the Group would be liable to claimants for the remaining amount
of annuities. The claim reserves are prasented net of he reloted annuities on the Corporation’s
balance sheet. The total amount of unpaid annuities was $21,509, $22,505 and $23,267 at
December 31, 2001, 2000 and 1999, respectively.

The Corporation leases many of its operating and office facilities for various terms under
long-term, non-cancelable operating lease agreements. The leases expire af various dates
through 2006 and provide for renewal options ranging from ong to five years. In the normal
course of business, it is expacted that these leases will be renewed or replaced by leases on
other properties. The leases provide for increases in future minimum annual rental payments
based on such measures as defined increases in the Consumer Price Index, increases in operat-
ing expenses, and pre-negotiated rates. Also, the agresments generally require the Corporation
to pay executory costs (utilities, real estate taxes, insurance, and repairs). Lease expense and
related ifems totaled $6,500, 55,900, and $4,100 during 2001, 2000 and 1999, respectively.

The following is ¢ schedule by year of future minimum rental payments required under the
operating lease agresments:

Year Ending
December 31 Amount
2002 S 5,724
2003 4,869
2004 2,993
2005 94
2006 15
513,695

Total minimum lecse payments do not include contingent rentals that may be paid under
certain leases because of use in excess of specfied amounts. Contingent rental payments were
not significant in 2001, 2000, or 1999,

I the fourth quarter of 2001, Ohio Casualty of New Jersey, fnc. (OCNJ) entered info an
agreement to transfer its obligations to renew private possenger auto business in New Jersey
to Proformance Insurcnce Company (Proformance). The transaction will effectively exit the
Group from the New Jersey private passenger auto market. The Group continues fo wiite
private passenger aufo in other markets. Under the terms of the fransaction, the Group
member OCN), will pay Proformance $40,600 to assume ifs renewal obligations. The amount
was taken as a charge in the fourth quarter of 2001 and will be paid out over the course of
twelve months beginning in early 2002. OCNJ may ulso have a contingent liability of up to
§15,800 1o be paid to Proformance to maintain a premiums-to-surplus ratio of 2.510 1 on
the trensferred business during the next three years. At December 31, 2001, it is not possible
to determing the likelihood of this liability and, therefore, has not been recognized in the
financial statements.

In the normal course of business, the Corporation and its subsidiaries ore involved in
lawsuits related fo their operations. In each of the matters, the Corporation believes the ulti-
mate resolution of such litigation will not result in any material adverse impact to operations
or financial condition of the Corporation.

NOTE 10 — Losses and Loss Reserves
The following table presents a recandiliation of liabilities for losses and loss adjustment
expenses:

2001 2000 1999
Balonce as of January 1, net of
reinsurance recoverables of
$96,188, 585,126 and
91,294 §1,907,331 51,823,329 §1,865,643
Incurred related to:
Current year 1,145,545 1,237,319 1,176,072
Prior years 58,489 56,846 (118)
1,204,034 1,294,165 1,175,654
Paid reluted fo:
Current year 520,232 596,114 600,947
Prior years 609,148 614,049 617,026
Total paid 1,129,380 1,210,163 1,217,968
Balance os of December 31,
net of reinsurance
recoverobles of $168,737,
596,188 and 585,126 51,981,985 §1,907,331 §1,823,329

The 2001 and 2000 incurred foss and foss adjustment expenses for prior years chonged
due to an increase in severity os losses developed. The 2001 change was concentrated in the
workers” compensation and generat liability lines of business. The 2000 changs was concan-
trated in the workers” compensation line of husiness.
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The following table presents befare-tox catastrophe losses incurred and the respective
impact on the statutory loss ratio:

2001 2000 1999
Incurred fosses 34,577 $36,181 552,208
Statutory loss ratio effect 2.3% 2.8% 3.4%

In 2001, 2000 and 1999 there were 19, 24 and 27 catostrophes, respectively. The largest
catastrophe in each year was $17,800, $7,095 and $17,900 in incurred losses. Additional
catastrophes with over 1,000 in incurred losses numbered 4, 9 and 7 in 2001, 2000 and
1999. The additional catastrophes with aver $1,000 in incurred losses induded $3,000 of net
of reinsurance fosses reloted fo the September 11, 2007 terrorist attacks in New York,

The effect of catastrophes on the Corporation’s results cannot be accurately predicied. As
such, severe weather patters, acts of war or ferrorist activities could have o moterial adverse
impact on the Corporation’s rasults.

Inflation has historically affected operating costs, premium revenues and investment yields
as business expenses have increased over fime. The long-term effects of inflation are consid-
ered when estimating the ultimate liability for losses and loss adjustment expenses. The
liability is bosed on historical loss development trends which are adjusted for anticipated
changes in underwriting standards, policy provisions and general sconomic trends, It is not
adjusted to reflect the effect of discounting.

Reserves for asbestos-related illnesses and toxic waste deanup daims cannot be estimated
with traditional loss reserving techniques. In establishing liabilities for claims for ashestos-
related illnesses and for toxic waste cleanup claims, management considers facts currently
known and the current state of the law and coverage litigation. However, given the expansion
of coverage and liability by the courts and the legislatures in the past and the possibilities of
similar interpretations in the future, there is uncertainty regarding the extent of remediation.
Accordingly, additional liability could develop. Estimated asbestos and environmental reserves
are composed of case reserves, incurred but not reported reserves and reserves for loss adjust-
ment expense. For 2001, 2000 and 1999, respectively, total case, incurred but not reported
and loss adjustment expense reserves were 553,497, 540,368 and $41,098. Asbestos
reserves were 531,792, $13,493 and $9,564 and environmental reserves were $21,705,
526,875 and $31,534 for those respective years. The increase in 2001 ashestos reserves
related to additional claim development.

NQOTE 11 — Earnings Per Share

Basic and diluted earnings per share are summarized as follows:

At December 31, 2001, 6,000,000 purchase warrants and 2,641,080 stock options wers
not included in eamings per share calculations for 2001 s they were antidilutive,

NOTE 12 — Quarterly Financial Information
(Unaudited)

2001 First Second Third ~ Fourth
Premiums and finance

charges earned 383,496 8376574 8374327 $372.281
Net investment income 51,280 52120 53,068 55917
nvestment gains realized 12,613 42419 71033 56875
Net income (loss) {4,095) 16,651 44228 41,79
Basic net income (loss) pershare  (0.07) 0.28 0.74 0.70
Diluted net income (oss)

per share (0.07) 0.28 0.73 0.69

As part of the Corporate Strategic Plan annaunced in the second quarter of 2001, the
Corporation began to reallocate a portion of its equity portfolio holdings fo fixed income hold-
ings. Significant appreciation in the equity holdings sold as part of the raallocation contributed
to the sizeable investment goins realized during 2001

2000 First Second Third Fourth
Premiums and finance

charges earned 387,188 $369,874 5394015 $382,921
Net investment income 51,793 49 275 49 673 54,321
[nvestment qains (losses)

realized (6,308) (2,387) 1,395 4909
Net income (loss) (75,013) (8,198) 14,550 10,588)
Basic and diluted net income

(loss) per share (1.25) (0.14) 0.24 (0.18)

The first quarter of 2000 was negatively impacted by approximately $33,000 due to write-
offs to the agent relationships intangible asset. Positively impacting third quarter 2000 results
by $22,100 was the settlement of the California Propasition 103 liahility.

NOTE 13 — Comprehensive Income
Changss in accumulated other comprehensive income related to changas in unrealized gains
(losses) on securities were as follows:

2001 2000 1999
Income {loss) from confinuing operations 598,580 5(79,249) $105,936
Average common shares outstanding -
basic (000°s) 60,076 60,075 61,126
Basic income {loss) from continuing
operations per overage share §1.64 5(1.32) §1.73
Average common shares outstanding 60,076 40,075 61,126
Effect of dilutive securities 133 - 13
Average comman shares outstanding -
diluted 60,209 60,075 61,139
Diluted income {loss) from confinuing
operations per average share §1.64 5(1.32) §1.73

Adjusted for July 22, 1999 2 for 1 stock dividend (Ses Note 23).

2001 2000 1999

Unrealized holding gains (Josses) arising

during the period, net of toxes S (678) $§152,472 $(56,994)
Less: Reclassification adjustment

for gains included in net

income, net of faxes 134,867 71,922 125,468
Net unrealized gains (losses) on

securities, net of taxes $(135,545) $80,550 (182 462)
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NOTE 14 — Segment Information Personal Lines 2001 2000 1999
The Corporation has determined its reportable segments based upor its method of infernal Net premiums writren § 646,504 S 676,457 § 763,643
reporting, which was organized by product line. The Corporation adopted a new Corporate % Increase (decrease) (44)% (11.4)% 2.7%
Strategic Plan in the second quarter of 2001 that realigned its method of infernal reporting Net premiums eamed 667,985 688,939 747,103
during the quarter to three reportable segments. In accordance with SFAS 131, the Corporation % Increase (decrease) (3.0)% (7.8)% 4.0%
has elected fo restate prior period segment information in order to present comparable Underwrifing (loss) (before fox) (120,740) (89,268) (95,615)
segment information. The new property and casualty seqments are Standard Commercial Lines, ~ Loss ratio 73.4% 73.1% 72.0%
Specialty Commercial Lines, and Personal Lines. Standard Commercial Lines includes workers' ~ Loss expense ratio 12.1% 10.8% 10.9%
compensation, general liability, CMP. fire, inland marine, and commercial auto. Specialty Underwriting expense rafio 33.7% 29.6% 29.3%
Commercial Lines includes umbrello, fidelity and surety. Personol Lines includes private Combined ratio 119.2% 113.5% 112.2%
passengsr ouTo|,llhomeo.wners, fire, inland molrine, and gmb(ellu. Thesg segments gednemre h Total Proety 8 Cosuclly 2001 2000 1999
ety o s e 55T
ond premium financig % Increase (decrease) {2.2)% (5.1)% 22.1%

' o Net premiums earmed 1,506,179 1,533,021 1,554,308

Each segment of the Corporation is managed separately. The property and casualty % . . .

4 L o Increase (decrease) (1.8)% (1.4)% 22.6%
segme.nTs ore munug-ed bY assessing the performar]ce and profifability of the segmems through Undenwrting loss (hefore fo (218,688) (284,620) @n123)
analysis of {ndusfry financial meusurements IﬂFIUdlng Qututory Io.ss and loss adjustment Loss gt 66.5% 79 8% 46.9%
expense.rghos, s.rmurory combmeq fotio, premiums wn.ﬁe.n, prerm.ums garned and sT.ur'Urory Lo expense i 13.4% 1 &% 107%
underwm_mg gain/loss. The following mblgs presenf this information by segmfznr as it is Undensing expense rfio 35.4% 34.8% 35 904
rgpor‘red mternullY fo management. Asset |nf0rm0TmrT by.reponuble segment is not reported, Combined rafo 115.3% 119.2% 112 8%
since the Corporation does not produce such information infemally.

Impact of catastrophe losses on

Standard Commercil Lines 2001 2000 1999 combined i 23% 24% 34%
Net premiums written 689,596 5721,681 $720,755 N other 2001 2000 1999

% Incregse (decrease) (4.4)% 0.1% 42 5% Revenues S 803% S 4146 513,707
Net premiums gamed 707,635 739,698 704,525 Expenses 14,159 14,366 20,814

% Increase (decrease) {4.3)% 5.0% 40.9% Net income §(6,123) 5(10,220) $(7,007)
Undenwriting (loss) (before tox) (107,828) (215,193) (166,305)
loss rafio 64.5% 78.6% £9 9% Reconciliation of Revenues 2001 2000 1999
Loss expense ratio 15.3% 13.2% 12.4% Nt premiums eamed for
Underariing expense fafio 36.4% 38.2% 40.3% reporfable segments $1,506,179 §1,533,021 §1,554,308
Combined ratio 116.2% 130.0% 192.6% [nvestment income 211,017 201,812 181,078

Realized gain {Joss) 198,298 (5,904) 144,754

Specialty Commercial Lines 2001 2000 1999 Miscellaneous income 382 444 (2,426)
Net premiums written $136,085 5107,255 §102,499  Total propery ond cosualty

% Increase (decrease) 26.9% 4.6% 103.0% revenues {Statutary basis) 1,915,876 1,729,373 1877714
Net premiums eamed 130,559 104,384 102,680 Property and casualty sfatutory

% Increase (decrease) 25.1% 1.7% 107.8% fo GAAP gdjustment {21,909) 3,150 8,658
Underwriting gain (before fax) 9,880 19,841 50,777 Total revenues property and
Loss ratio 42.0% 30.0% 9.1% casualty (GAAP basis) 1,893,967 1,732,523 1,886,372
Loss expense rotio 10.4% 5.4% (1.99%  Other segment revenues 8,036 4146 13,708
Underwriting expense ratio 38.4% 44.4% 43.5% Total revenues §1,902,003 §1,736,669 §1,900,080
Combined ratio 90.8% 79.8% 50.7%
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Recondilition of Underwriting Loss (before tax) 2001 2000 1999
Property and casualty underwriting

loss (before tax) (Statutory basis) — 9{218,688) 5(284,620) 5(211,143)
Statutory to GAAP adjustment {35,091) (28,175) 26,905
Property and casualty underwriting

loss (before tax) (GAAP basis) (253,779) (312,795) (184,238)
Net investment income 212,385 205,062 184,287
Realized gain (loss) 182,940 (2,391) 160,827
Other income {15,158) (19,578) (23,987)
[ncome (loss) fram continuing

operations before income taxes 126,388 §(129,702) 136,889

NOTE 15 — Agent Relationships

The agent relationship asset is an identifiable intangible asset acquired in connection with the
1998 Great American Insurance Company (GAY) commercial fines acquisition. The Corporation
follows the practice of allocating purchase price to specifically identifiable infangible assets
based on thair estimated values as determined by appropriate valuation mehods. In the GAI
acquisition, allocation of the purchase price was made to agent relationships and deferred
policy acquisition costs as the Corporation believes it did not acquire any other significant
specifically identifiable intangible assets. Periodically, agent relotionships are evaluated as
events or drcumstonces indicate o possible inability to recover their carrying amount. During
the first quarter of 2000, the Group made the strategic decision to discontinue ifs relationship
with Managing General Agents. The result was a write-off of the agen relationships assef by
542,170. In addition, the Corporation again wrote-off the agent relationships asset $3,801 in
2000 for further agent cancellations. In 2001, the Corporation further wrofe off the agent rela-
tionships asset by $10,966 for additional agency cancellations and for certain agents
determined to be impaired based on updated estimated future undiscounted cash flows that
were insufficient to recover the carrying amount of the asset for the agent. The remaining
portion of the agent relationships asset will be amortized on a straight-line basis over the
remaining amortization period of opproximately 22 years.

The purchase agreement with GA! called for an edditional payment of up to $40,000 if
annualized production of the transferred agents for the 18 month period ending June 1, 2000,
equaled or exceeded production for the twelve months prior to the acguisition. The Ohio
Cusualty Insurance Company paid on additional $27,400 for the final payment. Of the
§27,400 payment, $27,100 was paid in 2000, while the remaining $300 was paid in 2001,
The final payment was added to the agent relationships asset for the acquisition and will be
amortized over the remaining life.

NOTE 16 — Early Retirement Charge

During the second quarter of 2001, the Corporation adopted an sarly retirement plan. The
early rsfirement plan was available to approximately 330 employees. Of the employess eligi-
ble to refire under the progrom, 147 accepted. The early refirement plan resulted in o
one-fime before-tax charge of $6,016, or 83,971 after-fax to 2001 results.

NOTE 17 — Statutory Accounting Information
The following information has been prepared on the basis of statutory accounting principles

‘which differ from generally accepted accounting principles. The principal differences retate to

deferred acquisition costs, reinsurance, assets not admitted for statutory reporfing, California
Propusifion 103 reserve, agent relationships and the treatment of deferred fedaral income
faxes. ‘

2001 2000 1999
Statutory net income (loss) §172,513 $(81,223) §109,172
Statutory policyholders” surplus 767,503 812,133 899,759

The Ohio Casualty Insurance Company (the Company), domidled in Ohio, prepares its
statutory finandial statements in accordance with the accounting practices prescribed or permit-
ted by the Ohio Insurance Department. Prescribed statutory accounting practices include @
variety of publications of the National Assaciation of Insurance Commissioners {NAIC), as well
as sfate lows, regulations and general administrative rules. Permitted statutory accounting
practices encompass all accounting practices not so preseribed.

The Company received written approval from the Ohio Insurance Department fo have the
California Proposition 103 liability reported s a direct charge to surplus and not included as a
charge in the 1995 statutory statement of operations. Following this same tregtment, during
2000 the principal reduction in the Progosition 103 liability was taken as on increase to
statutory surplus and not induded in the statutory statements of operations.

For statutory purposes, agent relationships related to the GAI acquisition were token os @
direct charge fo surplus.

[n 1998, the NAIC adopted the Codification of Statutory Accounting Principles guidance,
which replaced the former Accounting Practices and Procedures manual as the NAIC's primary
guidance on statutory accounting. The new principles provide guidance for areas where statu-
tory accounting had been silent and changed former statutory accounting in some areas. The
Group implemented the Codification guidance effective January 1, 2001. The cumulative
effect of adopting Codification reduced statutory policyholders” surplus by $21,694 on
January 1, 2001.

The NAIC has developed a “Risk-Based Capital” formula for property and casualty insurers
and life insurers. The formula is infended to measure the adeguacy of an insurer’s capifal

given the asset structure and product mix of the company. As of December 31, 2001, afl insur-

ance companiss in the Group, with the exception of the Ohio Casualty of New Jersey, Inc.
(OCN)), exceeded the necessary capital. The exception for OCNJ is dus to o temporary differ-
ence in the recognition of deferred toxes related to the $40,600 New Jersey transfer fee.

The Corporation is dependent on dividend payments from ifs insurance subsidiaries in
order to meet operating expenses, debt obligations, and to pay dividends. Insurance regula-
tory authorities impose various restrictions and prior approval requirements on the payment
of dividends by insurance companies and holding companies. At December 31, 2001,
approximately $156,480 of statutory surplus was not subject to restriction or prior dividend
approval requirements,
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NOTE 18 — Bank Note Payable

During 1997, the Corporation signed a credit fadility that makes available a $300,000 revoly-
ing ling of credit. This line of credit was accessed in 1997 1o refinance the outstanding ferm
loan balance the Corporation had af that time. In 1998, the line of credit was used for capital
infusion of $200,000 into the property and casualty subsidiaries due to the acquisition of the
commercial lines division of GAI. The line of credit was again accessed during 1998 for the
purchase of a building and to purchase shares. The remaining bafance and any odditional
borrowings under ths fine of credit beer interest ot a periodically adjustable rate (3.44% ot
December 31, 2001). The interest rate is determined on various bases including prime rates,
certificate of deposit rates and the London Interbank Offered Rate. Interest incurred ond related
fees on borrowings amounted to $13,549, $16,075 and 14,385 in 2001, 2000 and 1999,
respectively. The credit agreement contains financial covenants and provisions custormary for
such amangements. Under the loan agreement the maximum permissible consolidated funded
debt cannot exceed 30% of consolidated tangible net warth {os defined in the agreement) and
statutory surplus cannot be less than $750,000. Effective March 30, 2007, the covenant was
amended to require a minimum statutory surplus of $675,000 for the quarters ending March

31, 2001 and June 30, 2001, returning to minimum statutory surplus of $750,000 for subse-

quent quarters. The Corporation canfinues fo review its financial covenants in the credit
agreement in light of its operating losses. As of December 31, 2001, the Corporation was in
compliance with these covenants. However, further deterioration of operating results, reduc-
fions in the equity portfolio valuatian, or other changss in statutory surplus may lead to
covenant violations, which could ultimately result in default.

The credit agresment expires in October 2002, with any outstanding loon balance due at
that time. The Corporation is evaluating its capital requirements and is exploring ways to
restructure and/or reduce its debt and strengthen its financial position. The Corporation has
faken steps fo stiengthen its finandial position by aggressively managing expenses and first
reducing quarterly dividends to shoreholders and later eliminating the current quarterly divi-
dend in the first quarter of 2001. The Corporation will be required to obtain additional external
funding, either in the form of debt or equity funding, in order to repay the balance of its
current notes payable which comes due October 2002. While the Corporation believes that it
should be able to obfain such external funding, the availability of such funding cannot be
assured nor can the cost of such funding be evaluated ot this time.

During 1999, the Corporation signed a $6,500 low interest loan with the state of Ohio
used in conjunction with the home office purchase. The Corporation granted o mortgage on its
home office property as sscurity for the loan. As of December 31, 2001, the loan bears a fixed
inferest rote of 1%, increasing to 2% in December 2002, and increasing to the maximum rate
of 3% in December 2004. The loan requires annual principal payments of approximately
$630. The remaining balance at December 31, 2001 was $5,173. The loan expires in
November 2009.

NOTE 19 — California Proposition 103
Propasition 103 was passed in the state of California in 1988 in an attemot to legislate
premium rates for tat state. The proposition required premium rate rollbacks for 1989
California policyholders while allowing for a “fair” return for insurance companies.

In 1998, the Administrative Law Judge issued a proposed ruling with a rollback liability of
§24,428 plus interest. The Group established a contingent liability for the Proposifion 103 roll-

back of $24,428 plus simple inferest at 10% from May 8, 1989. This brought the total
reserve fo 552,318 at September 30, 2000. On October 25, 2000, the Group announced o
settlemant agreemant for California Propasition 103 that was approved by the Commissioner of
Insurance of the state of California. Under the terms of the settlement, the members of the
Group agreed to pay 17,500 in refund premiums to eligible 1989 California policyholders.
With this development, the tofal reserve wos decreased to $17,500 as of December 31, 2000.
This decrease in the reserve resulted in an increase in operating income and net income for the
third quarter 2000, and had no effect on the statutory combined ratio reported. The Group
began to make payments in the first quarter of 2001. The remaining liability was $7,816 as
of December 31, 2001.

To date, the Group has paid approximately 5,713 in legal casts related to the California
withdrawal and Proposition 103,

NOTE 20 — Shareholder Rights Plan

n December 1989, the Board of Directors adopted the Shareholders Rights Agreement (the
Agreement). The Agreement is designed to defer coercive or unfair takeover tactics and fo
prevent a person(s) from gaining control of the Corporation without offering a fair price fo cll
shareholders.

Under the terms of the Agresment, each outstanding common share is associated with one
half of one common share purchase right, expiring in 2009. Currently, each whole right, when
exercisable, entitles the registered holder to purchase one common share of the Corporation at
a purchase price of $125 per share.

The rights become sxerciseable for a 60 day pariod commencing 11 business days ofter o
public announcement that a person or group has acquired shares representing 20 percent or
more of the outstanding shares of common stock, without the prior approval of the board of
directors; or 11 business days following commencement of a tender or exchange of 20 percent
or more of such outstanding shares of common stock.

H after the rights hecome exercisable, the Corporation is involved in a merger, other busi-
ness consolidation or 50 percent or mare of the assets or earning power of the Corporation is
sold, the rights will then entitle the rightholders, upon exerdise of the rights, o receive shores
of common stock of the acquiring company with a market value equal to fwice the exercise
price of each right.

The Corporation can redeem the rights for $0.01 per right of any time prior o becoming
avercisable.

NOTE 21 — Discontinued Operations (Life
Insurance)

Discontinued aperations included the operations of Ohio Life, o subsidiary of The Ohio Casualty
Insurance Company.

On October 2, 1995, the Company transferred its life insurance and related businesses
through o 100% coinsurance arrangement fo Employers” Reassurance Corporation and entered
info an administrative and marketing agresment with Great Southern Life Insurance Company
(Great Southern). In connection with the reinsurance agreement, $144,469 in cash and
§161,401 of securities were transferred fo Employers’ Reassurance to cover the liobilities of
$348,479. Ohio Life received an adjusted ceding commission of $37,641 as payment. After
deduction of deferred acquisition costs, the net ceding commission from the transaction was
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§17,284. During the fourth quarter of 1997, Great Southern legally replaced Ohio Life as the
primary insurer for approximately 76% of tha life insurance policies subject fo the 1995
agreement.

Ar December 31, 1998, Great Souther had assumed 95% of the life insurance policies
subject to the 1995 agreement. As a result of this assumption, the Corporation recognized an
additional amount of unamortized ceding commission of $1,093 before tox during 1999.

During 1999, Great Southern replaced Employers” Reassurance on the 100% coinsurance
freaty.

On December 31, 1999, the Company completed the sale of the Ohio Life shall, therehy
transferring cll remaining assets and liabilities, as well as reinsurance treaty obligatians, to the
huyer. The after-tax gain on this sale totaled $6,190, or .11 per share.

For the year endad December 31, 1999, the discontinued life insurance operations had
income before income toxes of $4,349 and net income of $4,270.

NOTE 22 — New Accounting Standards
In June 1998, the Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standard (SFAS) 133 “Accounting for Derivative Instruments and Hedging
Activities”. This stofement standardizes the accounting for derivative instruments by requiring
those items o be recognized as assets or liabilities with changes in fair value reported in eam-
ings or other comprehensive income in the cumrent period. In Jung 1999, the FASB issued SFAS
137 which deferred the effective date of adoption of SFAS 133 for fiscal quarters of fiscal years
beginning after June 15, 2000 (January 1, 2001 for the Corporation). The adoption of SFAS
133 has had an immaterial impact on the financial results of the Corporation.

In June 2001, the FASB issued SFAS 141, “Business Combinations,” and SFAS 142,
“Goodwill and Other Intangible Assets,” effective for fiscal years beginning after December

15, 2001. Under the new rules, goodwill will no longer be amortized but will be subject to
annual impairment tests in accordance with the standards. Other intangible assets will
continue to be amortized over their useful lives. The Corporation will apply the new rules on
accounting for goodwill and other intangible assets beginning in the first quarter of 2002,
The Corporation does not expect that the adoptien of the statement will have o material
impact on the Corporation’s financial position and results of operctions. The Corporation’s
only current intangible assef, agent relationships, is reported on the balance sheet in accor-
dance with the standards and is being amartized over its useful life. The agent relationships
intangible asset is also evaluated periodically for possible impairment.

n August 2001, the FASB issued SFAS 144, “Accounting for the Impairment or Disposal of
Long-Lived Assefs,” which addresses financial accounting and reporting for the impairment ot
disposal of long-lived assefs and supersedes SFAS 121, “Accounting for the Impairment of
Long-Lived Assefs and for Long-Lived Assets to be Disposed Of,” and the accounting and
reporting provisions of APB Opinion No. 30, Reporting the Results of Operations for a disposal
of 0 segment of a husiness. SFAS 144 is effective for fiscal years beginning after December 15,
2001 (January 1, 2002 for the Corporation). The Corporation does not expect that the adop-
tion of the statement will have o material impact on the Corparation’s financial position and
results of opsrations.

NOTE 23 — Stock Dividend

On May 27,1999, the Board of Directors declared a 2 for 1 stack split effective in the form of
o 100% stock dividend of the outstanding common shares of record on July 1, 1999. The
dividend was payable on July 22, 1999. The number of common shares outstanding, earnings

per share, and stock option information for prior years have been adjusted to reflect the stack
dividend.
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We have audited the accompanying consolidated
balance sheet of Ohio Casualty Corporation and subsidiaries
as of December 31, 2001, and the related consolidated
statements of income, shareholders’ equity, and cash flows
for the year then ended. These consolidated financial state-
ments are the responsibility of the Company's management.
Our responsibility is to express an opinion on these consoli-
dated financial statements based on our audit.

We conducted our audit in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles
used and significant estimates made by management, as

=

0

ihe Board of Direcors aned Shergholders of

In our opinion, the accompanying consolidated
balance sheets and the related consolidated statements of
income, of shareholders’ equity, of comprehensive income
and of cash flows present fairly, in all material respects,
the financial position of Ohio Casualty Corporation and
its subsidiaries at December 31, 2000 and 1999, and the
results of their operations and their cash flows for each of
the two years in the period ended December 31, 2000, in
conformity with accounting principles generally accepted
in the United States of America. These financial state-
ments are the responsibility of the Company’s
management; our responsibility is to express an opinion
on these financial statements based on our audits. We
conducted our audits of these statements in accordance
with auditing standards generally accepted in the United
States of America, which require that we plan and
perform the audit to obtain reasonable assurance about

well as evaluating the overall financial statement presenta-
tion. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
consolidated financial position of Ohio Casualty
Corporation and subsidiaries at December 31, 2001, and the
consolidated results of their operations and their cash flows
for the year then ended in conformity with accounting prin-
ciples generally accepted in the United States.

W ¥ LLP
Ernst & Young LLP
Cincinnati, Ohio
February 15, 2002

Ohio Casualy Corporation

whether the financial statements are free of material
misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting princi-
ples used and significant estimates made by management,
and evaluating the overall financial statement presenta-
tion. We believe that our audits provide a reasonable basis
for our opinion.

As discussed in Note 22 to the financial statements,
the Company changed its method of accounting for insur-
ance-related assessments in 1999.

Pieew i onna oo LLP

PricewaterhouseCoopers LLP
Cincinnati, Ohio
February 16, 2001

I
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Corporate Vision:

To be a top-flight, mid-sized
insurer distinguished by:

O Superior speed and flexibility
serving our agents and our
policyholders;

C Distinctive local market
knowledge and agent
relationships;

O Rigorous execution in
underwriting, pricing and
claims; and

C A competitive return
on equity.

.
Values:

I .
C Customer-driven Quality
C Innovation

— .
C Teamwork

G Stewardshin
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